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TRAINING THE UNSKILLED
MINORITIES ISN’T JUST FOR GIANTS
Solving
the Crisis
in
Cities
REPORT TO BUSINESSS

A summary of corporate programs
designed to help alleviate urban social
problems.
A workbook of ideas to help you plan
your company's investment in the future
of our cities.

This workbook of ideas shows
what smaller companies can do, too...
Kendall Manufacturing Co. learned that it compete within a large corporation. Oxford
is easier for a small company to teach the finances its own training program, sending
unskilled than a large manufacturer. In a employees to school at night. Each trainee
small plant, says President Lowell Kendall,
assigned to a trainer of the same ethnic
the unskilled trainee has the opportunity group.
to work alongside an experienced worker.
These and 70 other case histories illus
In a large plant, classroom instruction is trating how business big and small
help
mandatory.
ing to solve the crisis in our cities are in
The Crouse-Hinds Co. offers “off-the- new booklet “Solving the Crisis in Our
job” training to employees so that they can
Cities...Report to Business No. 2.” Use
qualify for better positions as openings the coupon to
your copy.
occur.
Oxford Chemicals feels a There’s no profit in poverty.
smaller firm like itself is in a
Advertising contributed for the public good
better position to attract and
American Business Press, Inc.
train hard-core unemployables
205 E. 42 St., New York, N.Y. 10017
PLEASE SEND A COPY OF "SOLVING THE CRISIS IN OUR CITIES REPORT
because they feel it is hard to
TO BUSINESS NO. 2’’TO:
NAME
FIRM

CITY
STATE

https://egrove.olemiss.edu/mgmtservices/vol7/iss5/12
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LETTERS

Position distorted
In the May-June [1970] issue of
Management Services [p. 8], you
state that the National Society of
Public Accountants is a strong sup
porter of HR 6778 because we
claim that the bill assures that
“professional accountants are a
class protected by Congress.” It is
our opinion that you have dis
torted our position.
It is true that we are in favor
of HR 6778, but this is because it
contains a provision which prohib
its banks from engaging in the
business of providing auditing or
other professonal services in the
field of accountancy. This is our
only interest in the bill, and no
where have we taken a position on
any other provision. If this prohibi
tion were in any other bank legis
lation, we would, dare say, support
that bill also.
We favor such legislation be
cause it is our belief that account
ing services and banking business
should be separate and distinct.
The effect of this provision in HR
6778 is to protect all accountants,
whether they be CPAs, members of
NSPA, or unaffiliated with any ac
counting organization.
As to computers, we stated in
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our testimony before both the
House and Senate that:
“Our position is that the banks
should not be precluded from
using their computer capacity to
perform ordinary bookkeeping ser
vices for the public.”
Your reference that NSPA claims
that HR 6778 assures that profes
sional accountants are a class pro
tected by Congress is completely
in error.
A series of suits challenging the
validity of banks’ engaging
non
banking activities were dismissed
by the courts because the persons
bringing the suit were not in a
class protected by statute. How
ever, Judge Aldrich, in the Win
gate Corporation v. Industrial Na
tional Bank case (USCA, First
Circuit, #7186) did say that data
processing firms and accountants
were in a class protected by
statute:
“In order to prevent such
corporations being used as a
subterfuge for entering into the
non-banking business of data pro
cessing, and to protect the interests
of certified public accounting
firms, Congress provided in Section
4 of that Act [(12 USC, 1864)
(1962 Rank Service Corporation
Act)] that ‘No bank service cor
portion may engage in any ac
tivity other than the performance
of bank services for banks.’ The
legislative history is clear. The pro
hibition was initially proposed in
an amendment requested by the
National Society of Public Account
ants, which objected to the original
version of the bill which would
have allowed bank service corpor

ations to solicit outside business.
The accountants feared the threat
against their business posed by the
corporation’s computers.”
As stated above, we seek to pro
tect all accountants and, therefore,
support HR 6778 for the reasons
stated.
Stanley H. Stearman, Executive
Director
National Society of Public
Accountants
Washington, D.C.

Cannot agree
I regret very much your feeling
that we misinterpreted your organi
zation’s position on HR 6778 in
our news story in the May-June
issue, but the line about profes
sional accountants being a class
protected by Congress is a direct
quote from an article by you that
appeared in the February, 1970,
issue of your official publication,
The National Public Accountant.
I concede that your actual quote
was “. . . the bill [HR 6778] seems
to indicate that professional ac
countants are a class protected by
Congress,” and our paraphrase
was “. . . the bill assures that ‘pro
fessional accountants are a
protected by Congress.’ ” I concede
that “seems to indicate” is consid
erably less definite than “assures,”
and I will be glad to make a cor
rection to this effect, but I cannot
agree that the meaning of the
statement that appeared over your
signature in the NSPA official pub
lication was distorted in our news
report.
Robert
Smith, Editor
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Edmund J. Wells • Mechanizing the Small Office
Writers on data processing mechanization have a
tendency to overlook the smaller office, yet it has
needs just as real as those of the industrial giants.

Roger Clayden

p. 17
This author seeks to correct that omission in a dis
cussion that stresses four basic requirements for
success in mechanizing accounting operations.

A New Way to Measure and Control Divisional Performance

Return on investment has become a popular standard
by which to measure the performance of profit center
divisions. Sometimes, however, its use can result in
divisional decisions that are not in the best interests

of the corporation as a whole. The author suggests
another technique, the residual income method, to
improve the alignment of divisional and corporate
goals and explains how it might work.

R. Frank Page and Marvin Tummins • Procurement Scheduling: A Transportation
Formulation
Linear programing, one of the most frequently em
ployed operations research techniques, is suitable for
use in selecting an optimum combination of factors
from a series of related alternatives; for example,
in solving machine assignment, plant location, and

p. 30

product mix problems. In this article the authors
introduce a variation of the transportation method of
linear programing that utilizes transshipment cells
and upper
well
lower bounds for a more refined
analysis.

Joseph Verba • Protecting Your EDP Investment
Once a paperwork operation has been converted to
EDP, loss of or damage to the equipment or the

p. 22

p. 37
records can have disastrous consequences. This au
thor reviews the insurance coverages available.

A publication of the American Institute of Certified Public Accountants. Opinions expressed in Management
Services are those of the editors or contributors, and may differ from policies of the AICPA and its committees.

Management Services. Sept.-Oct., 1970. Published
bimonthly, Vol. 7, No. 5. Subscription rates: $12.50
a year, $2.25 a copy. Publication, editorial and
business office: 666 Fifth Ave., New York, N.Y.

10019. Second-class postage paid at New York, N.Y.
Change of address notices and orders for subscriptions
are to be sent to 666 Fifth Ave., New York, N.Y.
10019. Subscribers ordering an address change must
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Louise H. Dratler • Facilities Management—Boon or Bane?.....................................................
Facilities management, a system by which a contractor takes over full responsibility for operation of
a particular service function on a client company’s
premises, has long been familiar in food service and
in defense industries. Now it has spread to consumer

and industrial goods companies and to the EDP function. This article, based largely on a recent American
Management Association seminar, presents some
the pros and cons of using facilities management con
tractors to run EDP installations.

p. 46

Robert M. Smith • Cash for Red Ink Divisions
Just as a changing market for management personnel
has promoted the growth of executive recruiting
firms, so the wave of corporate spin-offs has sparked

p. 41

the emergence of a new service, the matching of
spin-off candidates with potential buyers. This article
describes the operation of such a service.

Staff Article • A Portrait: Joseph Pelej

p. 49

DEPARTMENTS
Management Services Forum

p. 4

People, events, techniques

p. 7

What people are writing about

p. 52
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MANAGEMENT SERVICES FORUM

Gentlemen:
I am presently engaged in re
search involving a project to revise
and expand our company’s account
coding structure (for recording fi
nancial and operating data under
an EDP system). I was referred to

your organization as a possible
source of information by the Na
tional Industrial Conference Board.
I would be very interested in
any comments or suggestions
which you may have concerning
possible sources of data on account
coding in general and/or on spe

cific systems used by other com
panies. We are organized on a de
centralized basis composed of both
domestic and foreign operating
divisions—further subdivided into
departments, i.e., manufacturing,
finance, administration, etc.
Thank you for your cooperation.

PANEL OF ADVISORS:

Under the auspices of Management Services, a panel
of management services advisors from leading account
ing firms have agreed to answer to the best of their ability
questions about any area of management services with

which readers would like help. Both questioners and ad
visors will remain anonymous. One or more of the follow
ing members of our panel are responsible for the answers
published in this department:

William
Arnstein, Main Lafrentz & Co., New York
Philip L. B
,
S. Olive
Co., Indian

apolis, Ind.

Roy A. indberg, J. H. Cohn & Company, Newark, N. J.
Arthur B. Toan, Jr., Price Waterhouse & Co., New York
H. G. Trentin, Arthur Andersen & Co., New York

Management Services
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There are about as many account coding structures as there are companies . . .

In response to this query, the
following replies were made by
members of the panel and for
warded to our correspondent.
In response to your request con
cerning information for one of your
subscribers, on a project to revise
and expand his company’s account
coding structure for an EDP sys
tem, the problem he mentions is a
fairly common one. There is quite
a bit in the literature of the profes
sion which might be of assistance
to him.
Specific sources to which he
could refer include the following:

1. As a basic bibliography he
could refer to Current Basic Sources
of ADP Information. This is a bib
liography prepared by System De
velopment Corporation for the
AICPA. This volume includes or
ganizations which may be contacted
for information as well as journals,
reviews, newsletters, and books.
2. Articles have been written on
this subject, in such sources
the
New York Certified Public Ac
countant, the N.A.A. Bulletin, and
the Journal of Systems Manage
ment. He might refer specifically
to the October 1969 issue of the
New York Certified Public Ac
countant, the June 1963 issue of
the N.A.A. Bulletin, and the No
vember 1969 issue of the Journal
of Systems Management. N.A.A.
Research Bulletin #34 dated April
1, 1959 is a basic discussion on
“Classification and Coding Tech
niques to Facilitate Accounting
Operations.”
3. Another basic source would
be Computer Literature Bibliogra
phy, published by the United
States Department of Commerce,
National Bureau of Standards, Spe
cial Publication 309.
I trust that this information will
be of assistance.

September-October, 1970
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Another quite complete reply
was received from
major ac
counting firm. This one described
an account coding system actually
in use at one of the firm’s clients.

Although there are about as
many account coding structures as
there are companies, it may be
helpful to summarize the system
developed over a number of years
and now operating successfully
in one of our very large clients in
a similar industry with a number
of manufacturing plants here and
abroad. The company uses a com
puter for its major accounting and
record keeping functions.
This company uses a five-digit
code with a check digit as its sixth
digit for balance sheet and income
accounts and a similar code plus a
subsidiary four-digit account code
plus a fifth check digit for its cost
and expense accounts.
The first digit of the five-digit
code is as follows:
0 for current asset accounts
1 for all other asset accounts
2 for liability accounts and net
worth accounts
for income accounts
4 for cost of sales accounts
for research and develop
ment accounts
for selling expenses
7 for general and administra
tive expenses
8 for other income and deduc
tion accounts.
The second digit of the five-digit
code indicates the plant or divi
sion. At the time the system was
designed, the ten possible second
digit codes were sufficient to cover
all the company’s locations, but
subsequent expansion required the
conversion of this digit to an alpha
numeric code, thus providing thirtysix possible codes.
The last three digits of the five
digit code are used differently de

pending on the account. In some
cases they represent subdivisions
such as the various banks which
hold cash for a particular location,
the various government contracts
in process in the research depart
ment, the various cost centers in
a manufacturing plant, etc. Al
though there is some attempt to
group these accounts, the last three
digits are not presently coded to
provide automatic computer sum
marization by groups.
It should be noted that certain
accounts are further coded by de
tail by adding two digits beyond
the check digit for identification
specific assets and the like. These
two digits are used for statistical
summaries but are not part of the
regular accounting reports. It
should also be noted that related
accounts are given related numbers
so that an asset account will have
the same number as its related
reserve for depreciation except for
the digit which indicates whether
the code is for an asset or for a
reserve.
The five-digit code number on
costs and expenses identifies the
cost center and the responsibility
category, and the four-digit code
identifies the type of expense, such
as supervisory salaries, wages, tele
phone expense, etc. The company
uses a standard cost system and
summarizes variances by cost cen
ter and responsibility area and also
summarizes the variances for all
cost centers by type of expense.
It should be noted that the com
pany assigns numbers in a contin
uous sequence in some parts of the
coding structure, as, for instance,
the coding of individual govern
ment research projects, but has left
gaps in the account numbering se
quence in other areas to take care
of future added subdivisions of
accounts which may logically fall
between existing accounts.
5
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“I’m sorry, but Mr. Morgan is
no longer with us.”

He left the company. For good.
Like 25,000 other valuable employees
who lost their lives last year in auto
accidents.
Which has prompted a lot of
businesses to set up the National
Safety Council’s Defensive Driving
Course. A course that utilizes tested
concepts and techniques of defensive
driving that can dramatically reduce
traffic accidents among your employees.
Western Electric has already trained
hundreds its employees how to drive
and survive. So have other employee
conscious businesses like National Cash
Register. Oklahoma Gas and Electric.
And the Hartford Insurance Group.
You, too, will find it very profit
able to set
your own Defensive
Driving Course for your employees.
Because the best way to
your workers working is to keep your
workers alive.
Send for the survival course.
Special Projects—Public Information
National Safety Council
425 N. Michigan Ave.,
Chicago, Illinois 60611
Please mail me full details

advertising contributed
for the public good.

the Defensive Driving Program.

.

Name

Title
Firm Name

Address
City

6
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people, events, techniques

'People’ Problem Is Major Obstacle in Creating National Health

Record Data Base; Economy Demands It, Conference Told

The major obstacle to the crea
tion of a nationwide health record
data base is the communications
barrier between disciplines, said
the keynote speaker at the first in
terdisciplinary
Conference
on
Health Records, sponsored by the
Association for Health Records.
“There are many problems in
volved, such
those concerned
with systems, financing, law, and
technical developments,” said Wil
liam H. Kincaid, associate director
of the Commission on Professional
and Hospital Activities, Ann Arbor,
Michigan, and co-chairman of the
AHR steering committee. “But
they are minor when compared to
the biggest difficulty, that of get
September-October, 1970

Published by eGrove, 1970

ting people to work together. If we
can solve the people’ problem, the
others will be relatively easy to
overcome.”

Cost primary factor
Economy will be the primary
reason for standardization of
health records, said Dr. Ruth M.
Davis, director of the Lister Hill
National Medical Center for Bio
medical Communications, Beth
esda, Maryland. Standardization
will take place through “the impo
sition or smothering influence of
Federal and state governments or
the health insurance industry. All
of these will be able to introduce,

impose, and maintain health record
standardization, through the means
and the power they have. Rarely
does standardization come through
consensus,” she said.
Dr. Davis believes individuals,
groups, and conferences will be
the means by which standardiza
tion, its advantages and disadvan
tages, will be made known to the
public and the medical community.
“They will serve a singularly useful
purpose but they will not be able
to effect the initial adoption of
standards and certainly they will
not be able to assume responsi
bility for their enforcement,” she
maintained.
Physicians have shown little ini
7
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tiative in Management
using computer
systems,
costs $18
should
against.
commented Dr. Bradner Hisey,
plus a $2 new-member enrollment
Mr. Henderson believes legisla
former assistant director, Lockheed
fee. There are special family,
tion to provide the citizen with the
Information Systems. “We also must
group, and physician rates.
knowledge that his personal data
not believe that the use of the
are on file and the right to examine
computer is the end. It is best used
and challenge those data is neces
when taken into areas beyond the
sary. A citizen should also be able
Privacy of Personal
human ken.”
to challenge in court the release of
The Federal Government has
his
personal data without his con
Data Should Be Property
taken some initiative. Westing
sent, he believes.
house is presently working on a
The in-depth study on data
Right, Says EDP Officer
contract for the Department of
banks and personal privacy now
If personal information were
Defense to develop systems de
being conducted by the National
made a property right, thus allow
signed for a “new generation” of
Academy of Sciences (see M/S,
ing any citizen to challenge in
military hospitals. The construction
May-June ’70, p. 15) is a construc
court the release of personal data
of these hospitals will begin in
tive influence, Mr. Henderson said.
about himself without his consent,
1972.
He suggests there should be greater
many "dangerous side effects” of
According to Westinghouse, each
public involvement in the privacy
computer storage could be elim
system will be compared with
issue.
inated, a Honeywell executive said
present hospital functions and their
“The computer itself does not
recently in Washington.
costs. Primary objectives are to
create any invasion of privacy. The
Robert T. Henderson, vice pres
maintain or better patient-care
only new element in the centuriesquality while improving the effec
ident and general manager of Hon
old threat to privacy posed by sur
tiveness and efficiency of military
eywell’s electronic data processing
veillance and record keeping is the
hospitals and lowering patient-care
division, also urged criminal penal
computer’s fantastic efficiency,”
costs.
ties for improper conduct in gath
Mr. Henderson continued. Honey
ering, storing, or releasing personal
well believes that the use of the
information.
computer can help to solve the
Private plan organized
Speaking before a national sym
problems of the age “and we see
In the private sector, individuals
posium of the National Records
no reason why personal privacy
are being offered membership in
and Archives Service, General Ser
and human dignity should be sac
Computerlife, a computerized sys
vices Administration, Mr. Hender
rificed in the process.”
tem which makes their medical
son said the new problems of per
histories available to any physician
sonal information security could
in the world.
partially be solved by computer
"Computerlife guarantees the
manufacturers. He suggested they
Six Management Planning
doctor immediate access to vital
build safeguards into systems de
medical data that can eliminate
sign, such as devising codes to
Programs Offered in
dangerous delays in on-the-spot
restrict access to stored informa
treatment for lack of a case history
tion, classifying data, and limiting
Time
Plan
of the patient,” said Dr. Ira Greifer,
the persons who are allowed to
medical director of Computerlife,
A half-dozen new computer pro
enter information on records.
a service of Compumedic Controls
gram packages designed to aid
Corp., New York.
management in forecasting, plan
Checks on personnel
The doctor calls a special emer
ning, and decision making are be
gency telephone number to reach
The trustworthiness of operating
ing offered on a time share basis by
the Computerlife Center in New
personnel should be carefully scru
Applied Decision Systems, Inc.,
York City. He is then given the
tinized, Mr. Henderson said. "What
Boston. ADS is an affiliate of W. R.
patient’s history over the phone.
goes into files is a management
Grace & Co.
If a printed record is desired he
INFACT is a program for mar
decision. Perhaps the question
is mailed a copy.
keting information retrieval and
needs to be asked more frequently,
The subscriber is given a plastic
analysis. ADFIT handles problems
‘Is this information really neces
card bearing the Computerlife tele
involving time series analyses of
sary?'"
phone numbers and his own iden
data and the study of relationships
To improve data files a time
tification number. Signals to be
between two sets of data for pre
limit on input data should be es
fixed on his wallet, home, and auto
tablished "so that a youthful in
dictive purposes. ADSIM is a
mobile dashboard are also pro
discretion wouldn’t haunt a man’s
program for risk and venture anal
vided, to alert strangers to the fact
ysis and for other problems in
record for the rest of his life,” Mr.
that he is a subscriber.
Henderson said. Also, trivial infor
volving uncertainty.
8
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“LMI
offers an
opportunity
that is truly
unlimited”
"It's amazing what a man can accomplish when
doing something he really believes in. Every day
I see absolutely profound effects that Leadership Motivation Institute programs have on both distributors
and their
There is no ceiling
on a man's potential!" — Joe DiTorrice, WISCONSIN
Joe DiTorrice is one of several hundred
distributors for Leadership Motivation Institute.
Joe not only enjoys independence and financial
rewards, but he also provides a tremendous
service in his community. As a distributor, he
serves individuals, businesses and industries, and
government agencies with leadership development,
executive motivation, and management
development programs. Among his many satisfied
clients are auto and trucking firms, hospitals,
schools, manufacturing companies, engineering
consultants, and banks.
Let's face it: Business has problems today.
Most executive training methods simply haven't
kept pace with the dynamic progress of the
business and professional world during the last
twenty years. Leadership Motivation Institute
offers several comprehensive training programs
designed to meet today's need for more capable
and productive executives, managers, and
supervisors.
This is the business of Leadership Motivation
Institute. Wouldn't you like to be a part of this
challenging and rewarding field?
Inquire today! If you qualify, Leadership
Motivation Institute offers you immediate
opportunity to provide a most needed service
and to build your own independent business.

September-October, 1970
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Even if you're not interested in the
distributorship opportunity, inquire about the
benefits that LMI training programs can provide
for you and your business.
Send this coupon today for complete
information at no obligation to you.
Trevor Willhite — Vice President
Leadership Motivation™ Institute
Box 7614
Waco, Texas 76710

9-0

Please provide information to:
Name

Address
Phone

-Area Code

State
Zip
□ Check here if you want only information about LMI
programs for yourself
your company’s benefit.

Leadership
Motivation
Institute
A Division of Success Motivation® Institute, Inc.
An international publicly held corporation
. Box 7657 Waco, Texas 76710 817-752-9711
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is a program
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transmit
to our manu
Minicomputers
Rated
Services:
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and Controls, Vol.
No. them
5, Art. 12
the financial effects of various
facturing facilities in Tyler, Texas,
In New Publication;
plans on a company. ADTREE
and Trenton, New Jersey. Inven
employs decision tree analysis to
tory accuracy also was a big head
77 Units Covered
evaluate the impacts of alternative
ache!” The company now claims
courses of action. ADLIN is for
it processes orders within 48 hours
The characteristics of 77 mini

easy solution of standard linear
after receipt.
computers from 40 different manu
GE’s computerized operation
programing problems.
facturers are summarized in a
checks the orders it receives for
The programs are offered nation
survey report recently issued by
correct nomenclature and for prod
wide on a computer usage unit
Datapro Research Corporation,
uct availability; it places the order
rate which charges the customer
Philadelphia, Pennsylvania.
and sends out an order acknowl
for actual computing time only.
All About Minicomputers in
edgement, updates the inventory
The computer is at ADS in Bos
cludes 16 pages of comparison
report, issues requisitions on Tyler
ton; customers key in their prob
charts and a 10-page report. The
and Trenton, notifies the distribu
lems on time sharing terminals.
charts describe the data formats,
tor when to expect shipment on
processing facilities, peripheral
his order, and automatically bills
equipment, software, pricing, and
him.
availability of the minicomputers.
Twice a week the GE-425 prints
The general characteristics, fea
out a list of products temporarily
tures, and limitations of the cur
out of stock. Also twice weekly
First EDP Software
rent minicomputers are covered in
an order status report appears.
the report.
Patent Granted to
This helps the company modify its
The survey is a reprint from
inventory to meet market needs,
Jersey Concern
DATAPRO 70, a monthly EDP
GE claims.
equipment and software informa
For the first time computer soft
tion service. All About Minicom
ware is being covered by a patent
IBM’s problems
puters may be ordered at $10.00 a
from the U.S. Patent Office. Auto
copy from Datapro Research Cor
In a related incident, another
flow, a proprietary software prod
poration,
Walnut Street, Phil
company with know-how has been
uct of Applied Data Research, Inc.,
adelphia, Pennsylvania 19103.
in need of some home improve
Princeton, New Jersey, is to be the
ments recently. According to The
first patented program.
New York Times, IBM was taking
The patent grant was made pos
as long
ten days to transfer its
sible by a decision last year by the
stock
because
it had introduced a
GE Finally Automates
U.S. Court of Customs and Patent
new program into its stock transfer
Appeals. The court held that com
system.
Inventory
Procedures;
puter programs in essence turn
The Times quoted one broker as
general-purpose digital computers
IBM Has Troubles, Too
saying, “For the last three years I
into special-purpose machines, and
listened to these smug data pro
thus are patentable. (See M/S, No
Like the proverbial shoemakers
cessing guys tell Wall Street that
vember-December ’69, p. 11.)
child who was the last to get
all it needed was computers and
shoes, some General Electric de
some progressive business think
partments have apparently neg
ing. It’s nice to see that some of
Applied for in 1965
lected to utilize computers for their
their chickens may have come
Application for the Autoflow pat
own business needs.
home to roost.”
ent was made in 1965. The patent
Only recently it was announced
Maybe GE can help them out.
is expected to include 45 separate
that GE’s Central Air Condition
ing (CAC) Department has linked
patent claims. Autoflow is ADR’s
its customer service operation to
largest producer of proprietary soft
Increased Processing
a medium-scale GE-425 computer
ware revenue, and the company has
for inventory replacement.
invested $1,000,000 in it. Company
Speed Major IBM
One wonders if CAC had con
officials believe the patent will help
sidered calling in IBM.
to protect their investment.
Development This Year
L. J. Brown, CAC manager of
The Autoflow system accepts
Shorter throughput time is the
marketing administration in charge
COBOL, FORTRAN, PL/1, and
key feature of the new computer
of customer service operation,
assembly language programs and
products introduced by IBM this
said, “It generally took 96 hours,
produces two-dimensional flow
summer, rather than any radical
sometimes longer, to process or
charts of the programs on a printer
new innovations.
ders received here at headquarters
or plotter.
10
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Instead of unveiling
a fourth
systems should 1970
be [whole
: Management
Services, money-making
Vol. 7, No. 5, September-October
issue]
Standardized
Containers
developed in-house.
generation of computers, as many
Would Minimize Shipping
experts had predicted, IBM pre
“These are the systems most
likely to be unique to a specific
sented the System/370 and some
Costs, Consultant States
company, and they are the ones
high-speed input/output devices.
that will require the most in-house
The System/370 models are
Both shippers and carriers of
EDP effort,” he says. “Such sys
compatible with System/360, and
freight could reduce their costs if
tems as inventory control, sales
usually the same programs can be
a universal container system were
analysis, trend forecasting—these
used on both systems, IBM says.
to be instituted, according to
have the most immediate effect
The company claims that the new
Robert M. Sutton, a director of the
upon
profit and loss, require the
computers can use nearly all
New York management consulting
most lead time to develop, and yet,
isting IBM peripheral devices.
firm, Drake Sheahan/Stewart Dou
ironically, are frequently delayed
Both the System/370 Model 155
gall Inc. Mr. Sutton urges shipper
the longest while payroll, person
and Model 165 have high-speed
top management to put pressure
nel, or general accounting pro
buffers to cut the time needed to
on the carriers to bring this change
grams are being written.’’
get to stored data. The Model 155
about.
Programs for functions that are
has an internal speed 3½ to
essentially the same from corpora
times as fast as that of the System/
Mechanized handling possible
tion
to corporation may be ob
360 Model 50, IBM claims. It also
tained through cooperative ex
has six channels and core storage
A universal container system
changes between companies or
from 256K to 2,000,000 bytes.
would reduce or eliminate the
leased or purchased from software
The Model 165 has an internal
number of intermediate handlings
firms or computer manufacturers.
speed 2 to 5 times that of the
small shipments typically undergo
Mr. Fisher suggests that which
System/360 Model 65’s. It has 12
and allow mechanical handling to
ever outside source is used certain
channels and core storage from
replace manual handling wherever
criteria should be employed to
512K to 3,000,000 bytes.
possible, he said. Mr. Sutton esti
evaluate the quality of the soft
IBM has also added the 3330
mates billions of dollars could be
ware package.
disk storage to its product line. It
These are operating efficiency
claims the 3330 has more than
of the software package; inclusion
three times the storage capacity
of complete documentation with
and has twice the storage speed of
the system; availability of supplier
any IBM removable disk storage
support in making modifications to
units.
assure maximum compatibility of
Other additions to the product
the package with the user’s equip
line are the IBM 3211 impact
printer, which operates at 2,000
ment and systems; and immediate
lines per minute, and the IBM
availability of complete, economi
...the computer programs
2305, a fixed-head high-speed file.
cal follow-up support by the sup
you need
here!
Initial shipments of any of these
plier for personnel training, main
AUTOMATED
BOOKKEEPING
new products are not scheduled
tenance, and system updating.
offers a complete
of
before February, 1971.
computer programs for

Custom-Designed EDP

Programs Not Essential,
Software Executive Says
In-house EDP installations are
usually kept busy “writing ‘quick
and dirty’ programs to satisfy im
mediate needs,” says Robert M.
Fisher, executive director of prod
uct marketing for the information
systems division of Computer Sci
ences Corporation, Los Angeles,
California.
Mr. Fisher believes only the real
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The automobile analogy

• Payroll

“In short, application packages
are a little like automobiles: If
you’re willing to spend a great
deal of time and money, you can
design and build your own. The
machine you end up with may
very well be precisely suited to
your individual needs—if it runs.
But if you need transportation
now, you’d do well to consider
paying a visit to an automobile
dealer, even though the assembly
line vehicle may not absolutely
match every unique feature of
your taste and driving habits,” Mr.
Fisher states.

• General Ledger

• Accounts Receivable
• Financial Statements
• Accounts Payable
• Numerous Other Programs

...Programs ready to go —
our com
puters or yours!
...Programs at little or
...Programs that are well documented!
...Programs that are now running and
serving many clients!

AUTOMATED
BOOKKEEPING
CORPORATION
55 West 42 Street, New York, N.Y.

Phone 212 695-6893
• Established in 1959
CPA Data Processing Special
ists • If you're involved in systems work, programming
or computer softwear, you owe it to yourself to discuss
with us your particular needs and requirements. No
obligation, of
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saved annually by shippers and
elect to provide this form of finan
by7 [1970],
leasingNo.
a 5,specially
Management Services: A Magazine of Planning, Systems, and Controls, Vol.
Art. 12 developed
carriers with a container system.
cial planning assistance at little or
NCR accounting machine which
To start off, $170,000,000 in termi
no charge in order to build busi
automatically records all data in
nal handling costs would be saved.
ness, others will elect to use the
duplicate on paper tape. The data
system to generate new income
are printed in optical characters
from fees charged for projection
that can be read by store person
Three main objectives

and interpretive analysis. At PNB
nel as well as by EDP equipment
Top management of shipper
the forecasting system is being
in the NCR centers. The dealer
companies should try to get car
used successfully for both market
keeps one copy of the tape for
riers to “1) establish consolidated
ing purposes and for the bank’s own
office use and periodically mails
small-shipment terminals; 2) estab
use in evaluating commercial loans.”
the other copy to the nearest NCR
lish an industry-wide research pro
data center for processing.
gram for the development of con
NCR’s computer program will
tainerization systems for small
give the user monthly reports on
shipments; and 3) file equitable
sales, operating costs, accounts re
rates on intermediate-volume ship
ceivable, etc., and regular dollar
National
Cash
Offers
ments—
lb. LTL—so that con
management, unit control, general
solidations can start quickly even
Standard Accounting
ledger, and profit and loss state
without the ultimate container
ments. When enough dealers have
Program to Farm Stores
hardware,” the consultant writes in
adopted the system, industry aver
a recent issue of his firm’s publica
ages will be available from
A computerized accounting pro
tion, Physical Distribution Reports.
GFDNA
for use in measuring per
gram for grain and feed dealers
"The common carrier trucking
formance.
which is based on a standardized
companies are only partly to blame
Processing costs will vary with
accounting system developed with
for the high costs and inefficient
the
needs of the individual user
the help of Peat, Marwick, Mit
service typical of small-shipment
but
should
average about $200 a
chell & Co. is being offered to farm
traffic,” Mr. Sutton says. "The real
month,
according
to NCR.
stores by the National Cash Regis
villain is an outmoded transporta
ter Company.
tion system which has seen little
The new system, devised by the
fundamental change in almost half
Grain and Feed Dealers National
a century.”
Association (GFDNA), is aimed
primarily at small- and medium-size
IBM Denies Xerox
farm suppliers. The idea is that the
Contention; Seeks to
retailer first will convert his ac
counting to the industry system
Void Its Patents
available from the association.
Banks Offered New
Then, when he is ready to auto
Replying to a Xerox Corporation
Analysis Service
mate, he can use the complemen
suit for patent infringement (see
tary package program and equip
news story M/S July-August ’70, p.
For Customers
ment available through NCR data
13), IBM has taken the offensive.
centers.
In
addition to denying it had used
Bankers are being offered a
The
key
to
the
system
is
the
Xerox
confidential information to
computerized financial forecasting
management
accounting
manual
develop
its own new office copier,
system which is said to project
for
all
grain
and
feed
dealers
pub
IBM
has
asked a Federal court
complete income statements, bal
lished
by
the
GFDNA.
The
man
in
New
York
to declare Xerox’s
ance sheets, cash flow, and analysis
ual,
developed
jointly
by
the
copier
patents
unenforceable.
ratios for up to eight time periods.
association’s financial information
IBM brought out its first office
The BANKSERV Cash Flow
committee, NCR, and the Minnea
copying machine April 21. On the
Forecaster is being made available
polis office of Peat, Marwick (see
same day Xerox filed the patent
by Arthur S. Kranzley and Com
news story M/S November-Decem
suit, claiming the new device was
pany, Cherry Hill, New Jersey.
ber ’68, p. 15), contains a standard
based on confidential information
The company claims the BANK
chart of accounts along with sample
IBM obtained as part of a licensing
SERV system has helped the Phil
forms and reports and information
adelphia National Bank to increase
agreement through which it sup
on financial accounting, inventory
deposits by several million dollars.
plies xerographic copying equip
control, and the like.
E. Chandlee Archer, executive
ment as part of its computer
Once the dealer has his account
vice president
the Philadelphia
systems.
ing system running smoothly under
National Bank’s national division,
IBM denied making wrongful
the new manual, he can automate
said, "While some banks may
use of any Xerox information. Its
12
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own copier, IBM
said, was Services,
de
: Management
Vol. 7, No. 5,Data
September-October
1970 [whole issue]
Applied
Wins
veloped independently of Xerox.
Legal Skirmish
Furthermore, IBM asked the
court to declare 11 Xerox patents
With IBM
AICPA
invalid. (Half of the 22 patents
Xerox originally charged IBM with
Applied Data Research’s legal
Two computer courses will
infringing have been withdrawn
staff has been busy fighting giants
be offered by the AICPA Pro
from the Xerox suit.)
lately. Not only have they taken
fessional Development Divi
These patents, IBM said, should
on the Government to finally ob
sion
in the fall. The first,
be invalidated because of Xerox’s
tain the first software patent, but
“
Computer
Selection and
“misuse” of its patent position and
they
have also been battling with
Courses
Evaluation,
”
has been de
technical information. Xerox’s basic
IBM to force the corporation to
signed
to
give
individuals
patents have expired, IBM noted.
separate more of
hardware and
who
already
have
a
thorough
In “an attempt to prevent others
software prices.
knowledge
of
computer
ba
from entering the plain paper elec
sics
a
comprehensive
under
trostatic office copier field,” Xerox
standing of hardware and
Restraining order issued
has patented “a large number of
software.
Each participant
minor variations of the methods
A temporary restraining order
will have the chance to con
and materials used in
copiers . . .
against IBM’s distribution of a
figure sample installations on
to re-establish
expired patent
new program without charge to
the basis of systems specifica
position.”
System/360 customers has been
tions given him. The course
issued by a Federal district court.
will run October 14 and 15
The dispute centers around
at Cherry Hill Lodge, Cherry
IBM’s Conversational Remote Job
Hill, New Jersey.
Entry (CRJE) program. Accord
ing to Howard Deutch, ADR’s
McDonnell
“Computer concepts"
house counsel, IBM announced
Nationwide Time Sharing
several months ago that it would
The second course, “Com
have the program ready by June
puter Concepts,” which will
Computer Network
30, 1970. At the time the announce
be held in New
City
ment was made ADR had already
and
will
run
for
four
days
A coast-to-coast computer time
invested heavily in the develop
from November 9 through
sharing communications network
ment
of
a
program
that
would
do
November 13, will give
has been installed by the McDon
the same thing. ADR completed
“depth knowledge to those
nell Automation Company. This
who have some understand
its program, Remote OS Conversa
enables a company’s data bank to
ing of computer techniques
tional
Operating
Environment
be available anywhere in the na
and
equipment” to enable
(ROSCOE),
and
claims
it
has
had
tion, according to McDonnell.
them
to make the most effec
trouble
selling
it
because
users
Subscribers can use the central
tive
use
of the computer. The
have
known
that
in
a
short
time
Louis computer through offices
course,
which
features a con
IBM would be offering them a
in six metropolitan areas, Denver,
siderable
amount
of “hands
similar program for no additional
Houston, Los Angeles, St. Louis,
on
”
computer
experience,
was
charge.
New York, and Washington, D.C.
specially
developed
by
IBM
Until the hearings are con
A subscriber phones the office near
and the AICPA.
cluded the court has barred IBM
est to him to add or retrieve data.
Admission cost for the
from offering its CRJE program to
Cherry Hill course is $150.00,
customers. IBM told the court
Sigma 7 computer used
for the New
City course
that 30 companies would be left
$350.00. Those interested in
At the time sharing network’s
with under-utilized computers if
attending should get in touch
center is an XDS Sigma 7 com
the corporation did not fulfill its
with Jerome Mauze, Profes
puter. The Sigma 7 is capable of
commitment to provide them with
sional Development Division.
computing solutions to 64 problems
CRJE. The 30 companies are to
AICPA, 666 Fifth Avenue,
at a time, McDonnell claims.
receive CRJE, but ADR is to be
McDonnell is charging $8 an
New York, New York 10019.
given their names so it can pre
hour for connect time, 20¢ a second
sent ROSCOE to them. If the com
for conventional processing time,
panies find ROSCOE to be the
and 10¢ a second for batch process
better program, IBM is to pay ADR
ing time. There is no monthly min
for
rental, Mr. Deutch explained.
imum charge.
IBM’s official statement in reSeptember-October, 1970
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sponse to Management
the restraining
order was:
’s case,
Mr. and
Deutch
ex Vol.ment,
Services:
A MagazineInof ADR
Planning,
Systems,
Controls,
7 [1970],
No. 5, Art.control,
12
inventory
general
“The proposal the judge accepted
plained, suit was instituted before
ledger and financial reports, ac
was made by IBM and objected
the date IBM had announced it
counts receivable, job costing, and
to by ADR. It was a voluntary
would make CRTE available, June
billing.
30, 1970.
restraint proposed by IBM to last
Fedder is also seling the termi
until a decision had been reached
“IBM unbundled except it didn’t
nal, with the software necessary to
after an adequate hearing on
unbundle,” Mr. Deutch said. “It
 the
join it to the customer’s own cen
merits of the case.”
established arbitrarily what kind
tral computer, separately. The
of programs it would charge sep
Voluntary or otherwise, the re
APT-1000 costs $13,750, or it may
straint is a point in favor of the
arately for.”
be leased for $300 a month.
small EDP companies. Last year
Control Data Corporation and
Data Processing Financial and
a similar restraining action brought
General Corporation also have
by Programmatics, a company later
Rental-Purchase Ratio
acquired by ADR, against IBM was
antitrust cases pending against
IBM.
denied by the court. (See M/S,
Of New EDP Series
July-August ’69, p. 6.) Mr. Deutch
[The dispute was settled out of
court on August 20, after the pre
said the difference between the two
Called Unreasonable
ceding story was written. IBM
cases was timing. Although Pro
One of IBM’s biggest customers
agreed to reimburse ADR and Pro
grammatics was offering its PIwhich
does not intend to use the
grammatics for approximately $1.4
SORT program for a rental fee and
new
System/370
is the Boothe
million. Also, a business arrange
IBM was offering a similar pro
Computer
Corporation,
a leasing
ment is being studied in which
gram free to its customers, the IBM
company.
ADR would supply its “Autoflow”
program had already been distrib
“The ratio of rental to purchase
program (see p. 10) to IBM, an
uted when Programmatics made its
price,
including maintenance cost
arrangement that would bring
case. So Programmatics’ request for
of
the
370 series, negates serious
ADR at least $600,000 over a threean injunction against distribution
consideration on the part of either
was denied.
year period.]
a user or a leasor to purchase the
new line,” said Boothe President
Paul W. Williams, Jr.
“Of course, the 370 will provide
Fedder Shows New Terminal Said to Cut
large-scale users with more pro
On Line Computer Time Radically
cessing power per dollar of rental
or purchase price. However, the
of minutes over ordinary telephone
An office computer terminal
cost is approximately 160 per cent
lines. In three minutes 1,000 trans
which is claimed to cut on line
of the rates leasing companies
actions can be received by the cen
computer time from eight hours a
now charge for the 360 line. In
tral computer, Fedder says.
day to as little as ten minutes a
these times of tight money and
Later in the evening the com
day has been introduced by Fedder
high interest rates, any widespread
puter calls the terminal back and
Data Centers, Inc., Baltimore,
shift to costlier equipment is most
transmits a summary report of the
Maryland.
unlikely,” Mr. Williams observed.
day’s data, which is automatically
The Fedder Apt-1000 computer/
He said the news that the 370
stored on a tape cassette. When
computer terminal is built with
was only an extension of the 360
the operator returns in the morn
fourth generation electronics to use
line rather than a completely new
ing, she pushes the program key,
standard telephone lines. It em
fourth generation was welcome
and hard copy results are printed
ploys what Fedder calls “distrib
since it did not make obsolete the
uted computing,” which cuts down
out.
IBM systems Boothe now has on
Fedder says a secretary or typist
on the amount of computer and
lease. Boothe owns a $185,000,000
can become a proficient APT-1000
telephone line time used.
portfolio of IBM equipment on
operator in less than three hours.
Fedder claims the desk-top ter
lease in North America and Europe.
Once trained, the operator can ac
minal performs input preparation,
complish the work of
many as
output printing, verification, total
eight
bookkeeping
or
billing
ma
ing, editing, and formatting on its
chines, the company says.
own.
Foreign EDP Markets
The APT-1000 is offered primar
According to Fedder, the APTWill Grow Faster
ily as part of a system, to perform
1000 will accumulate data and
a single application or a complete
transactions during the business
Than United States’
management information system.
day. Then at night it will auto
In the near future the computer
Some of its applications are order
matically interchange the data with
markets abroad will grow more
processing, payroll, credit manage
Fedder’s IBM 360, all in a matter
14
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rapidly than those in the U.S., ac
: Management
Vol. 7, No. 5, September-October 1970 [whole issue]
cording to predictions
madeServices,
by
Quantum Science Corporation, New
York.
Three major trends will deter
mine the computer markets in the
1970’s, the technological informa
tion service company claims. Over
seas markets and competition will
become increasingly important. Sec
ondly, the rapid introduction of
remote computing systems will pro
mote the development of new ter
minals, equipment, memories, and
software. Finally, the increasing
complexity of systems will make
computer services the fastest-grow
ing sector of the EDP industry.
“Growth of U.S. computer mar
Parke-Bernet, one of the nation's best-known fine arts auction houses, tried a
new field of action recently, becoming the scene of a mass EDP equipment
kets on a shipment basis will de
auction.
Shown
at the console of one of the computers auctioned off is
cline in the 1970-1971 period, while
Joseph Kirby, vice president of Time Brokers, computer brokers who gathered
growth abroad will continue,” said
the equipment on consignment for the auction.
Quantum’s president, Dr. Mirek J.
Stevenson. By 1973 44 per cent of
The Cost Computer, Model CControl Data’s data communica
U.S.-based computer company sales
100, reports total job labor in
tions systems seminar is, according
will be to foreign markets, Quan
dollars and cents.
to the company, designed as an
tum predicts.
The costing device calculates
overview to orient the potential
user in system design aspects, hard
labor cost with the help of “rate
plugs.” Each plug is preset to a
ware considerations, and software
Control Data
particular rate of pay and assigned
organization and implementation.
to a worker. The worker plugs in
The seminar is said to emphasize
Two Seminars
and out of the Cost Computer as
reducing time and dollars ex
he begins and ends a particular
pended
to
achieve
any
specific
Three-day seminars on computer
level
of
responsiveness.
job to show time spent on it. Inoperations management and on
Registration is $300 for the first
process
costs are known at all
data communications systems are
participant
and
$275
for
others
times.
being conducted throughout the
from
the
same
organization.
The
Each Cost Computer can accom
country by Control Data Corpora
data
communications
systems
semi
modate 20 plugs and has a cost
tion’s Institute for Advanced Tech
nars
will
be
held
in
New
York,
capacity of $9,999.99. The plugs,
nology, Washington, D.C.
New
York,
September
9
through
11;
priced
at $10 each, can cover a
According to the institute, the
Silver Spring, Maryland, October
rate
range
from $.50 to $150 an
computer operations management
14 through 16; Colorado Springs,
hour.
seminar covers the scheduling
Colorado, November 4 through 6;
the computer installation, organiza
and Atlanta, Georgia, December 7
tion, equipment maintenance, per
through 9.
sonnel management, EDP salary
administration, recruitment and in
duction, training in computer op
Fund Raising Package
erations, performance evaluation,
New Unit Measures
and employee relations.
System Offered
Registration is $250 for an or
Labor Cost on
Fund raisers are being offered a
ganization’s first participant and
computerized program to help them
$225 for others from the same
Individual Jobs
in their soliciting. The Gift Infor
firm. Seminars will be held in Min
mation and Fund-Raising Tasks
A work-time calculator that will
neapolis, Minnesota, October 5
System (GIFTS) is a proprietary
sell for less than $200 is the first
through 7; New York, New York,
packaged system offered by Sys
product to be offered by the Cost
November 4 through 6; and Silver
temation Incorporated, Boston,
Computer Corporation, Greensboro,
Spring, Maryland, November 30
Massachusetts.
North Carolina.
through December 2.
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jobs is breaking up

that old gang of mine
The old gang, guys who dropped out, got
strung out, guys who hung
with no place
to go but trouble. They
work, thanks
to JOBS.
JOBS, that's Job Opportunities in the
Business Sector. A program the National
Alliance Businessmen. The gangs have
started die, the guys have started
live.

JOBS has turned over 300,000 hard core
unemployables into manpower. Given guys
their first good break. Of course it isn t
perfect. Of course it could be better. But
it’s working.
The National Alliance of Businessmen was
formed by American business communities
help solve the critical problem hard core
unemployment. Business provides the jobs and
does the hiring and training. Government finds
the people and
the extraordinary training
costs through special contracts.

Funds for the new JOBS ’70 contracts are
available right now. So, if you’re an employer for
a business or nonprofit organization, do
yourself a favor. Call your local
National Alliance of
Businessmen.

JOBS
WORKS
National Alliance of Businessmen

16
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Simplicity and competent personnel are two absolute
musts for small-office mechanization, yet all too
often they are overlooked when plans are made.
Four key requirements of mechanization are listed.

MECHANIZING THE SMALL OFFICE
by Edmund J. Wells
Haskins & Sells

N the wave of reports of vast en
terprises initiating complicated
systems, high-speed computers, the
latest and most modern of office
techniques, it’s sometimes forgot
ten that such organizations—with
their wealth and comparative
so

phistication—are not the whole
fabric of American business. There
are still a lot of small businesses—
whose goals may be considerably
more modest than those of their
larger contemporaries but whose
needs are no less real.
This article will attempt to de
scribe a way of organizing the
mechanization effort of a small
business and the roles of the major
participants in this mechanization
process.

I

September-October, 1970
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Every small business undertak
ing the mechanization of its ac
counting operations should be
particularly sensitive to the follow
ing four requirements. If it satisfies
these requirements, the chances of
successful mechanization are good:
• Top management should fully
understand the implications of
mechanization before making
a decision to mechanize.
Mechanization for mechaniza
tion’s sake is not a sound basis
for a decision.
• The system should be simple
without being simpleminded.
Simplicity with completeness
requires considerably more ef
fort than complexity with
completeness.

• Substantial involvement of top
management and the users of
the reports during design and
installation is essential to the
success of the system.
• Office personnel must be ade
quate. Mechanization will not
solve problems that stem from
substandard personnel.
A mechanized system for han
dling unbilled hours and accounts
receivable was recently installed in
a professional firm. The prime
motivation behind this conversion
was a desire on the part of the
firm’s management to exercise
tighter control over the submission
and biffing of professional time
and other charges. The reports
supplied by this system have been
17

19

Management Services: A Magazine
of Planning,
and Controls,
No. 5,half
Art. 12the sophistica
very
helpful toSystems,
the management
in Vol.to7 [1970],
undertake
their effort to tighten control and
tion and budget twice the effort
reduce the backlog of unbilled
you expect to need.
Data processing systems tend to
time and charges.
become unnecessarily complex for
two reasons—the requirements are
of
Goals dictate system
not thoroughly thought out before
Shortly afterwards another sim
the system is implemented, and the
ilar professional
requested
data processing technicians overso
proposals for assistance in mechan
phisticate the system. When an in
izing their recording and billing of
adequate job is done in defining
professional time and other charges.
requirements, it is only a matter
When it was explained to the
of time until these overlooked re
management of the
that a
quirements are discovered. This
mechanized system would cost
usually happens after it is too late
more money and impose new dis
to make major changes so that
additional reports or cumbersome
ciplines on the staff and that in
procedures
become
necessary.
creased billings were the primary
Data processing systems
While it is probable that some
way to recover these additional
minor requirements will be over
costs and justify these new dis
tend to be unnecessarily
looked, it should always be
ciplines, they declined to mecha
complex for two reasons—
possible to identify the major
nize. The professionals in the
requirements and keep the minor
did not want that kind of emphasis
the requirements are not
oversights to a low number.
on charging time and billing cli
ents.
They
felt
it
would
adversely
thoroughly thought out
affect the professional atmosphere
best laid plans . . .
before the system is
within the firm.
Several years ago a very intelli
Thus a system which worked
implemented and the data
gent
and highly educated financial
well in one situation would have
analyst
worked with a very tal
failed in a second similar situation.
processing technicians
ented
programer
to automate the
In a small business the top man
oversophisticate the system.
entire
accounting
system of a
agers should fully understand
finance company. The result was
the objectives and advantages of
When an inadequate job is
a very sophisticated system with a
mechanization before a decision is
large number of automatic fea
made. Otherwise they run the risk
done in defining
tures. However, about five months
of not having the commitment to
requirements, it is only a
after conversion it was discovered
go the distance or of eventually
that the controls and audit trails
being unhappy with the results.
matter of time until these
were entirely inadequate. If seri
There is an old adage that in tak
ous program bugs had existed,
ing
a
trip
a
person
should
take
half
overlooked requirements
and fortunately there were no seri
as many clothes and twice as much
are discovered.
ones, they could have escaped
money as he thinks he will need.
detection and could have put the
The data processing equivalent is
company out of business. Basics
had been neglected in the attempt
to build an ultimate system.
EDMUND J. WELLS, Jr.,
The objective of the system de
is a management advis
sign
should be simplicity with
ory services manager in
completeness. It should be recog
Haskins & Sells' Los An
geles office. He received
nized that simplicity requires con
both his B.S. and M.S.
siderably more effort than com
in physics from George
plexity. The initial reaction to a
Washington
University.
During his career Mr.
well designed set of reports might
Wells has been a physi
be—“You mean it took that much
cist and operations analyst for the Stanford
effort to come up with these sim
Research Institute, a sales manager for the
Service Bureau Corporation, and an inde
ple reports!”
pendent consultant. He holds membership
It is generally accepted within
in the Institute of Management Sciences and
the
data processing profession and
Sigma Pi Sigma, the honorary physics fra
supported
by surveys that about
ternity.
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two-thirds of existing
data process

together
with
comments describing
ing systems are either marginal or
these steps. The major participants
outright failures. The two most
are listed across the top of the table.
Underneath the heading for each
important factors characterizing
participant is a brief description of
the successful one-third are top
his role during each of the six
management involvement during
steps. The six steps are determina
design and implementation and
tion of objectives and advantages;
acceptance of responsibility by top
definition of requirements; system
management for the success of the
design, evaluation of alternatives,
new system.
and vendor selection; design im
plementation; conversion; and con
How top interest helps
tinuing operations. The major
Heavy participation by top man
participants are top management,
agement almost automatically re
middle management, office staff,
sults in a more thorough and crafts
consultant, manufacturer, and ser
man-like effort in the design and
vice bureau.
installation of the system. It almost
automatically results in more and
Choosing the project head
more positive participation by the
The two key assignments in this
suppliers of the input and the users
It is self-evident that a system
mechanization process are the pro
of the reports and a more practical
will fail if the people who
ject head and the project coordina
orientation to the project. How
tor. The project head should be a
ever, the tendency is to ignore or
operate it are inadequate.
member of top management who is
underestimate the extent of these
results-, not means-oriented. The
participative efforts and the addi
Perhaps the best way for the
project coordinator should be a
tional burden this type of partici
managers of a small
competent systems man. Strong
pation imposes on the data process
office managers working with man
ing technicians.
business to determine if their
It is self-evident that a system
ufacturer or service bureau per
sonnel can develop successful sys
will fail if the people who operate
office personnel are adequate
tems.
it are inadequate. Perhaps the best
is to look at their current
On the other hand, if the office
way for the managers of a small
manager has not been particu
business to determine if their office
system. If it works well, the
larly innovative with the exist
personnel are adequate for a mech
ing system, the company should
anized system is to look at their
chances are the people will
probably seek out a qualified con
current system. If it works well,
do a good job with a
sultant to fill the coordinator role.
the chances are the people will do
A consultant might also be em
a good job with a new system. If
new system.
ployed to supply technical support
it doesn’t work well, the company
and judgment.
probably has weak people. Mecha
If the office manager does seem
nization may reduce the number
strong and has proved inventive in
of personnel required or reduce
using the old system, the relative
the experience required, but it will
not reduce the need for basic com
advantages and disadvantages of
petence. Mechanization should be
his knowledge of the business and
justified vs. a good manual opera
the consultant’s comparative objec
tivity might be the deciding factor.
tion not just vs. a poor manual
In other words, consider first the
operation.
work records—in terms of accom
plishments—and then, if that does
Charting the mechanization
not lead to a clear-cut decision,
The table shown on pages 20-21
consider the individuals as, alter
summarizes a way to organize the
natively, one who knows the com
mechanization of a small business
pany and has a reasonably good
and describes the roles of the major
grasp of systems work and one
who is completely familiar with
participants. The six steps in the
systems.
mechanization process are listed
Then make your decision.
down the left-hand side of the table
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MECHANIZATION
IN SMALL and
BUSINESS
ORGANIZATION

STEPS IN THE
MECHANIZATION PROCESS

COMMENTS

TOP MANAGEMENT

MIDDLE MANAGEMENT

Determination of Objectives

The objectives and advan

The most important single

Middle management should be

and Advantages

tages of mechanization

function of top management

consulted before a decision

may include improved

in this mechanization pro

to mechanize is made. Co

management information,

cess is to ensure that mechani

ordination and technical

Definition of Requirements

accounting controls, system

zation will be worthwhile

responsibility might be

performance, schedule

and practical. Responsibility

assigned to a member of

performance, cost performance,

for the project should be

middle management.

and fewer personnel

assigned to a member of top

problems.

management.

System requirements should

Top management should

be user-oriented. The

review and approve require

participate in the development

requirement specifications

ment specifications.

of the requirement specifi

should include the content

Middle management should

cations.

of the output reports,

the content of the input
documents, the system con
trols, and the schedule.

System Design, Evaluation

A preliminary evaluation will

Top management should re

of Alternatives, and

normally allow the system

view and approve the

participate in the selection

Vendor Selection

approach to be determined

system approach, the proposal

of the system approach, the

and the vendor list to be

request, and the selection

preparation of the proposal

narrowed to four or less—

of the vendor.

preferably less. The

Middle management should

request, and the selection of

the vendor.

proposal request should

encourage creative system
design by the vendors.
Where adequate, proven

packaged systems should

be selected in preference
to custom systems.

Design Implementation

This phase should include

Top management should be

the programing of the

regularly informed about

participate in the design of

equipment, the design of

the status of the imple

the forms. The office manager

the forms, the writing of

mentation tasks.

should write the procedures

procedures, and the education

Middle management should

and train office personnel.

of office personnel.

Conversion

Middle management should

The conversion phase will

Initial reports and the

normally be concerned with

decision to stop parallel

review and approve the

the set-up of master files

operations should be re

initial reports. The office

for the new system, a

viewed and approved by

manager should monitor

thorough testing of opera

top management.

operations and determine

tions and results during

the appropriate time to

the first month after

discontinue the old system.

conversion, and a review of
the reports and their uses

with the users of the reports.

Parallel operations, until the
new system is proven, are

usually a sound idea. Good
controls are essential to a

successful conversion.

Continuing Operations



Continuing operations are

Top management should

Other middle management

characterized by a declining

should communicate problems

number of user inquiries and

thoroughly investigate
serious complaints about the

by minor system modifications

new system and take

office manager should make

and polishing, including a

appropriate action.

the necessary system ad

to the office manager. The

rewrite of the procedures.

justments and rewrite the

Good controls are essential

procedures to reflect these

to successful continuing

changes.

operations.
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OF5,ORGANIZATION
AND ROLES
ROLES

CONSULTANT

OFFICE STAFF

No involvement.

MANUFACTURER

SERVICE BUREAU

The consultant should advise

The manufacturer's represen

top management concerning

tative should be encouraged

tative should be encouraged

the potential of mechanization,

to comment on the potential

to comment on the potential
of mechanization, the proba

The service bureau represen

the probability of success,

of mechanization, the proba

and the adequacy of the

bility of success, and the

bility of success, and the

office staff. Coordination and

adequacy of the office staff.

adequacy of the office staff.

technical responsibility

might be assigned to the

consultant.

The office staff should be

The consultant should partici

The manufacturer's representa

The service bureau represen

interviewed during the

pate in the development of
requirement specifications.

tive should be encouraged

tative should be encouraged

to comment on the require

to comment on the require

ment specifications.

ment specifications.

The service bureau proposal

development of system

requirements.

The office staff should be
consulted before finalizing

The consultant should parti

The manufacturer's proposal

cipate in the selection of the

should specify the proposed

should specify the proposed

the system design and

system approach, the prepara

system, processing volumes,

system, processing volumes,

selecting the vendor.

tion of the proposal request,

the equipment, the equipment

charges and schedules, office

and the selection of the

cost and delivery schedule,

personnel requirements, and

vendor.

office personnel requirements,

installation support, charges,

and the installation support

and schedules.

to be supplied by the

manufacturer.

The office staff should parti

The consultant should monitor

The manufacturer should

cipate in the design of the

implementation progress and

supply the agreed-upon

supply the agreed-upon

forms and the drafting

keep the responsible member

implementation support. The

implementation support. The

of procedures.

of top management apprised

manufacturer's representative

service bureau representative

of that progress.

should be encouraged to

should be encouraged to

comment on implementation

comment on implementation

progress.

progress.

The service bureau should

The service bureau should

The office staff will need to

The consultant should monitor

The manufacturer should

work overtime or require

the conversion and keep the

supply the agreed-upon

supply the agreed-upon

temporary help in order to

responsible member of top

conversion support. The

conversion support. The

convert the master files and

management apprised of that

manufacturer's representative

service bureau representative

operate two systems.

progress.

should be encouraged to

should be encouraged to

comment on conversion

comment on conversion

progress.

progress.

A log of service bureau

The office staff should be

The consultant should monitor

The manufacturer's represen

encouraged to comment on

operations, suggest modifi

tative should be encouraged

performance should be kept.

continuing operations and

cations, and report serious

to comment on the continuing

The service bureau repre

suggest improvements.

problems to the responsible

operations and suggest

sentative should be encouraged

member of top management.

improvements.

to comment on continuing

office operations and suggest
improvements.
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Return on investment is an easy measure of a divi
sion's performance, but is it an effective one? Emphat
ically not, says the author, showing how ROI guides
can lessen profits and offering an alternative method.

A NEW WAY TO MEASURE AND CONTROL

DIVISIONAL PERFORMANCE
by Roger Clayden
Varian Associates

corporation,
There has been some argument
in which the corporate entity
over the distinction between decen
is divided into portions that aretralization and divisionalization. In
considered small enough for tradi
this article the terms are treated
tional general management, is now
as synonymous and as referring
well established
an organiza
delegation of responsibility for the
tional format. In many cases these
planning, the execution, and the
profitability of operations.
divisions are involved in different
markets, have different perform
The reasons for decentralization
ance histories, and undoubtedly
can be classified into two main
have different planning strategies.
categories:
An increasingly popular but
Operational—Sometimes techno
nonetheless hazardous method of
logical or geographical specialties
measuring and controlling decen
make each division essentially in
tralized investment centers is the
dependent. In the case of con
so-called return on investment tech
glomerate acquisition there may
nique. The purpose of this article
also be the desire to retain an old
is to review the problems of using
system—at least for the time being.
the return on investment technique
Motivational—In a very large
for control of decentralized invest
company long chains of command
ment centers and to suggest an
result in an impersonal organiza
other technique, the residual in
tion structure. Decentralization of
come method, which better aligns
decision making provides local mo
divisional goals with those of the
tivation and encourages internal
corporation.
competition, taking advantage of
he decentralized

T
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developed traits common in the
make-up of the industrial manager.
To achieve the benefits expected
from decentralization it is, of
course, essential that top manage
ment have the means both to
measure and to control the actions
of its division managers. In fact,
the desire of top management for
better control is always a major
factor in any decision to decen
tralize. It has always been obvious
that profits alone are an inappro
priate measure of performance be
cause some divisions are several
times as large as others. A tech
nique is necessary for comparing
and contrasting the performance
and prospects of the separate divi
sions, and the one that has gained
the broadest acceptance is the "re
turn on investment ratio” (ROI),
sometimes called "return on assets
employed.”
In a 1966 survey of major United



24

: Management
Services,
Vol. traditional
7, No. 5, September-October
1970 [whole
States industrial corporations
Mau

“The
measures of profits
sion Bissue]
is young and has a target
riel and Anthony1 found that of
such as return on investment, turn
ROI rate of 5 per cent. Both divi
2,658 respondents 60 per cent were
over, and percentage of net earn
sions are considering increasing
using the investment center con
ings to sales provide useful infor
inventory for seasonal demand.
cept, 21 per cent were using profit
mation. But they are hopelessly
Division A will not add an inven
inadequate as measures to guide
centers but not investment centers,
tory of $100,000 unless it can yield
and 74 per cent of decentralized
the manager’s effectiveness in plan
at least $30,000 that year since a
ning for the future of business—
companies were using ROI or a
lower yield will reduce divisional
the area where his decisions have
similar technique. In some indus
ROI; Division B, however, will add
the most important effects.”2
trial groups the percentage using
inventory of $100,000 even though
Nevertheless,
was reported
ROI was considerably higher—86
it yields only $5,000. Let us assume
earlier in this article, ROI is now
per cent for scientific instrument
that the additional capital for this
firmly established in the hierarchy
manufacturers, for example. The
inventory can be directly attrib
of measurement techniques and
authors concluded that divisional
uted to a short-term bank loan at
furthermore is probably used as a
ROI had not only become an es
8 per cent. We can see vividly that
basis for long-range business deci
tablished performance measure
Division A may be foregoing up
sions more often than any other
to $22,000 of additional profit to
ment but had also displaced profit
factor.
the company. Division B, however,
the most widely used basis for
Professor John Dearden of Har
could equally well reduce total
measuring the performance of divi
vard,
a
leading
critic
of
existing
profits
by as much
$3,000.
sional managers.
ROI
methods,
has
written
several
Let us consider now the same
The predominance of ROI is not
articles on this and related sub
two divisions contemplating the
difficult to understand. The eco
jects for the Harvard Business Re
nomic prospects of a corporation
purchase of a piece of cost-saving
view. He classifies the inherent
equipment. Assume that it would
are broadly defined by the price
limitations of ROI into two types:
be operating the same number of
investors are willing to pay for a
“technical” and “implementation.”
hours in each case, saving the same
share in the company’s future.
“The first type,” he says, “are those
Since the overall return on invest
number of dollars. Clearly there is
conditions which cause incongrui
a range of returns which would be
ment for the company is an essen
ties between divisional objectives
attractive to one division but unat
tial ingredient of any decision the
and company goals, and which re
prospective investor makes, it is
tractive to the other. From the cor
sult in motivating division mana
porate viewpoint, however, the
natural that the top managements
gers to take uneconomic actions.
capital acquisition uses the same
of decentralized companies should
The second type includes those
source of funds and produces the
want to delegate responsibility
conditions that result from the in
along the same lines. In this way
same profits.
ability, under many circumstances,
As time goes on, Division ’s
the division manager should be
to evaluate accurately the profit
performance drops at a rate of 5
motivated to make the same deci
performance of division mana
per cent per year because of a
sions that would have been made
gers.”3
diminishing market, until it eventu
by top management. However,
This paper is concerned solely
ally falls below the company aver
while theory and practice support
with the first type of limitation. Its
age. However, at the lower ROI,
the thesis that the division mana
objective is to formulate criteria
ger will react to the stimulus of
Division is motivated to increase
that will align divisional goals with
the ROI control, an analysis of the
its inventory and purchase addi
those of the company.
economics of his decisions will
tional warehouse space, thus arti
show that in many cases they may
ficially enhancing its twilight years
not be in accord with the objec
to the detriment of the corpora
Goal incongruity
tives of top management.
tion.
To explain how simple ROI can
These are some examples of ob
lead to divisional decisions that are
vious
anomalies that may result
The control problem
not in the best interests of the
from ROI controls. In general, the
company, let us look at a few ex
Unfortunately, the application of
limitations of simple ROI can be
a simple ROI indicator to decen
amples.
grouped into the following cate
Division A is mature and pro
tralized investment centers is
gories :
duces an ROI of 30 per cent. Divi
fraught with hidden dangers. As
1. Current Investment—The use
early as 1956 Ralph J. Cordiner, an
of a different target rate for each
advocate of decentralization, stated,
2 Ralph J. Cordiner, New Frontiers for
division will not maximize profits
Professional Managers, McGraw-Hill
realized from the company’s man
1 John J. Mauriel and Robert N. Anthony,
Book
New York, 1956, p. 95.
agement of liquid assets.
3 John Dearden, The Case Against ROI
“Misevaluation of Investment Center
2. Fixed Asset Investment—Cer
Performance,” Harvard Business Review,
Control,” Harvard Business Review, Maytain methods employed for includ
March-April, 1966, p. 98.
June, 1969, p. 124.
September-October, 1970
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Art. 12 debt cap
ing fixed assets
in the Services:
investment
trative
problem, Systems,
especially
com Vol. The
costNo.
of 5,long-term
base can lead to unfortunate man
panies whose divisions perform
ital is the current effective interest
agement. If any technique is used
sequential tasks (such as the oil
rate for long-term securities held
that does not charge to the divi
industry). Where divisions are
by the company’s creditors. Be
sion the capital loss from scrapping
heavily dependent on each other,
cause the market price for bonds
an asset, then a division manager
may change from time to time, the
price manipulation can play havoc

may be tempted to dispose of any
with ROI controls.
nominal interest rate for the bonds
asset that is not yielding his target
cannot be used, and an effective
ROI. The problem is even greater
interest rate must be calculated by
Cost of capital
if fixed assets are constantly valued
selecting the rate that makes the
Capital funds come from three
at cost (as in the gross book value
present worth of all future pay
major sources: stockholder’s equity,
method).
ments equal to the market price.
long-term debts, and short-term
Short-term debt capital comes
3. Allocations—To make divi
debts.
from several sources; bank or in
sional and corporate ROI compar
The cost of new equity capital
stitutional loans, trade credits, cus
able, centralized assets are appor
can
be measured approximately by
tomer prepayments, accrued ex
tioned according to some measure.
the following formula:
penses, and accrued taxes are the
While these allocations may appear
E0
neat and tidy from a bookkeeping
most important. There is no one
C0 = p + g (after Bierman
interest rate that can be applied
standpoint, they can be just
mis
and Smidt4)
leading as allocated expenses are
to such debt, and in certain cases
in costing. Consider the division
where
C
e
=
Cost
of
equity
cap
an average rate could be mislead

that found it could get its data
ital
ing, particularly since it is some
processing done by a service bu
times possible to assign the cost to
Eo = Current earnings
reau for $20,000 a year more than
some capital asset that has been
per share
it was paying the company’s unit.
used as the collateral for the bor
Po = Current net value
However, the asset value of the
rowed funds.
per share (cost of
facility was apportioned according
The cost of debt capital (short
issue
deducted)
to usage, and in this case $100,000
or long-term) can, however, be
was allocated. If the divisional ROI
calculated with reasonable accu
g = Expected annual
racy. If we exclude any fluctuation
objective were 30 per cent, then
percentage rate of
the additional cost of $20,000
in the national economy that will
increase in future
would be more than offset by the
seriously affect the value of bonds,
earnings expressed
reduction of $100,000 in its asset
then, since the future interest pay
as a decimal
base. It is more than likely, how
ments are certain costs, it is pos
fraction.
ever, that such an action would not
sible to establish a cost for the
be in the best interests of the com
capital. If equity capital were also
Another source of new equity
pany as a whole.
able to yield such a certain bene
capital is retained earnings. The
4. Transfer Pricing—The prob
fit,
the same argument would ap
cost of retained earnings has been
lem of intracompany pricing is a
a point of argument,5 but for the
ply, but under such conditions, of
result of decentralization, not of
purpose of this analysis we shall
course, the investor would be un
the use of ROI per se. However,
assume that some cost Cr can be
able to differentiate between the
since ROI control is often the only
established that can be related to
two, and there would be no need
common
quantitative measure
the cost of capital from common
for alternative sources of capital.
among divisions, it is frequently
stock issue. A popular estimator
In reality, finding the cost of
expected to supply the solution.
equity capital is not a simple ana
E0
There is no doubt that transfer
Cr =
lytical task. The name itself is mis
(.80) + g
Po
pricing can be a serious adminisleading because it suggests a defi
The .80 factor makes a rule-ofnite price paid for new capital
thumb allowance for the tax ben
whereas the “cost” is the return ex
ROGER CLAYDEN is su
efits of retained earnings to the in
pected from the use of the capital
pervisor of management
vestor.
engineering for the Palo
in a future that is far from certain.
Alto Tube Division of
Furthermore, any changes in the
Varian
Associates.
He
capitalization of a company may
has been educated in
4 Harold Bierman, Jr., and Seymour
many parts of the world:
result
in a change in the market
Smidt, The Capital Budgeting Decision,
Mr. Clayden received his
The Macmillan
New York,
price
for
its stock. Uncertainties
B.S. from the University
1964,
p.
135.
like
these
make the measurement
of Nottingham, England;
5 Benson Hunt, Charles M. Williams,
earned a graduate diploma from the Univer
of
capital
cost
more difficult; they
and Gordon Donaldson, Basic Business
sity of New South Wales, Australia; and was
must be considered in any analysis.
Finance, Richard D. Irwin, Inc., Home
awarded an M.S. by Stanford University,
As Ezra Solomon points out, “If
wood, Illinois, 1966, pp. 427-430.
Palo Alto.
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This criterion is sup
the purpose of a : Management
target or mini

Services,
Vol.control.
7, No. 5, September-October
1970 [whole issue]
posed to guide the manager in his
mum rate is simply to prevent un
decision making, which looks to
wise investment decisions, it is easy
the future, and to afford an evalua
to set a rate high enough to avoid
tion of his performance, which
such sins of commission. But its
purpose is also to ensure that in
looks to the past. Unless an ex
tremely long evaluation period is
vestment proposals which can be
expected to increase net present
used (at least three years), the two
worth are not rejected. This re
are likely to be out of phase. Divi
quires a more exact basis for set
sions with poor performance, for
ting screening standards, and for
example, will be set achievable
altering them in the light of
target rates, which will be used to
changes in the capital markets and
make investment decisions that will
variations in the quality of returns
extend their poor performance for
expected from the investment or
years to come. The second problem
reinvestment of funds. The prob
arises because, in order to arrive
It is essential, then, to set
lem is a complex one . . .”6
at a single divisional ROI, a single
a real target rate through
Some companies allow for these
target rate of return has to be used
uncertainties by increasing the tar
for all classes of investment—and
analysis of past performance,
get rate of return
a hedge
this technique is unable to accom
against risk. If all the proposals
modate the short-term changes in
through a forecast of desired
considered for investment bore the
a company’s financial position.
future performance, or
same degree of uncertainty, then
These disadvantages are the
the technique might have some
trade-off for simplicity. ROI is easy
through a combination of
validity. But the chances are that
to understand and is appealing to
risk will not be apportioned con
the ratio cult of business and fi
both. When capital comes
sistently and that relatively risknance. However, while it is not
from several sources, the
free investments will be foregone
possible to devise a technique as
because their expected yield is be
compact
ROI that doesn’t also
target rate must be
low the target rate, even though
have its pitfalls, it is possible to
it is above the expected average
develop a technique that is equally
calculated by taking a
rate of return.
simple to understand and avoids
weighted average of the
It is essential, then, to set a real
most of those pitfalls. This tech
target rate through analysis of past
nique is a development of the con
component costs, In the
performance, through a forecast of
cept of residual income.
desired future performance, or
To equal the company’s target
method for performance
through a combination of both.
ROI, a division must make a cer
evaluation that is proposed
When capital comes from several
tain profit using the assets it has.
sources, the target rate must be
If it exceeds the target ROI, then
in this article the
calculated by taking a weighted
its profits also exceed its share of
average of the component costs. In
the target profit level. The excess
measurement of capital costs
the method for performance evalu
profit is called residual income. In
ation that is proposed in this arti
principle, it is as if the division
from its various sources is an
cle the measurement of capital
were borrowing its capital at an
indispensable prerequisite,
costs from its various sources is an
interest rate equal to the com
indispensable prerequisite.
pany’s target rate. If the capital
charge were made at a single rate
for all assets, the control method
Residual income
would encounter some of the prob
We have considered the anoma
lems of ROI. However, it is pos
lous decisions that might result
sible to expand the residual income
from the use of ROI. There are
method so that different classes of
two basic problems. The first is
assets can collect different capital
the fact that a single criterion is
charges, a capability not available
being used for both measurement
with ROI.
The fixed assets of the division
will
collect a capital charge equal
6 Ezra Solomon, Theory of Financial
to
the
long-term cost of capital for
Management, Columbia University Press,
the corporation (or an assignable
New York, 1963, p. 35.
September-October, 1970
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ing
to the No.
capital
budget;
the divi
Management Services: A Magazine of Planning, Systems, and Controls, Vol.
7 [1970],
5, Art.
12
FIGURE I
sion in the example has planned
an expansion, and capital has been
A DIVISIONAL CAPITAL CHARGE SCHEDULE
set aside for this expansion. This
Additional
does not mean that absolutely no
Asset
Capital
Capital
other funds can be made avail

Value
Capital
Charge
Approved
able. As with any capital budget,
Asset Class
(000's)
Rate
(000's)
(000's)
a review period must be estab
Current Assets:
lished at a frequency sufficient to
Cash
$ 5,000
$ 1,000
20%
$ 100
Acc. Rec.
10,000
20
2,000
200
avoid financial traffic jams caused
1,000
8
80
0
by
changes in divisional plans. An
Inventories
15,000
20
3,000
0
annual review may be sufficient,
0
5
0
2,000
Others
3,000
20
600
0
but in a young company without
Fixed Assets:
financial
stability it may be neces
Land & Buildings
20,000
20
4,000
100
sary
to
review
divisional budgets
Building No. 5
1,000
6
60
0
Equipment
10,000
20
2,000
200
as often as quarterly.
$65,000
$12,740
In our case, when the finance
budget for the year was prepared,
a capital excess was forecast, and
charge such as mortgage interest).
all the capital in the company
a
decision was made to buy short
Part of the company’s current
charged at this rate must be equal
term
securities at 5 per cent with
assets will also be using capital
to the company’s long-term liabili
the
capital
unless it could be better
from equity or long-term debt, but
ties. In Figure 1 several assets have
employed
within
the company. It
the remainder will probably be
been charged at rates other than
was
further
decided
that this capi
financed by short-term debt capi
20 per cent. There are $1,000,000
tal
should
be
offered
to the divi
tal from bank loans, trade credits,
of accounts receivable charged at
sions
for
increasing
inventory
lev
etc. A case is sometimes put for
8 per cent, for example. This means
els.
Although
the
division
in
the
the indistinguishability of capital
that loan capital at 8 per cent has
example
is
paying
20
per
cent
on
employed; in other words, no asset
been allocated against excess re
its
current
inventory,
it
can
add
up
class can be said to use capital
ceivables held by the division. The
to $2,000,000 more inventory at
from any specific source. But,
divison has a warehouse (Building
only 5 per cent. However, because
while there is some interdepend
No. 5) financed by a mortgage at
this
cheap capital may be available
ency of capital, within certain lim
an interest rate of 6 per cent on
for
only
a short period (two years,
its we can see that that argument
the debt outstanding ($1,000,000).
say)
an
advisory
note would be in
is invalid. It may be possible, for
The capital charge for each asset
cluded
to
prevent
the division from
example, to borrow from a banker
is then calculated as shown in the
increasing
inventory
excessively.
in order to increase receivables. It
next column. The current capital
If
we
look
now
at
receivables,
would be a frivolous banker who
charges for the division’s $65 mil
we can see that a $200,000 bud
would loan money to finance spe
lion of assets total $12,740,000. If
geted increase is available at 20
cialized equipment for a research
the division were an average per
per
cent. No additional capital is
venture (without some other col
former for the company,
ROI
available
at 8 per cent. It might
lateral ).
would be $12,740,000 ÷ $65,000,seem
peculiar
that, with an ex
000 or 19.6 per cent. If it were
pected
capital
increasing
expected to yield this rate of return
Multiple capital charging
receivables
should
be
made
unat
on all capital, it might mistakenly
tractive.
But
this
is
a
hypothetical
get rid of receivables costing the
A simplified capital charge
example designed to demonstrate
company only 8 per cent or a
schedule for a division might ap
the
method, so let us assume that
building costing 6 per cent. The
pear as in Figure 1 on this page.
top
management believes that the
possibility of an uneconomic deci
The cost of long-term capital is at
company
’s receivables are getting
sion if its ROI were higher or
a rate of 20 per cent, so that assets
out of hand and have been a rea
lower than average has been dis
employing this capital are so
son for the fall in the price of its
cussed.
Let
us
see
now
how
the
charged. The portion of the divi
stock.
capital
charge
method
can
direct
sion’s current assets to be charged
the division manager to make cor
at the long-term rate is a decision
rect decisions.
for top management. The charge
Divisional goals
In the last column of Figure 1
may be allocated simply as a per
The example has shown how, in
are listed capital amounts that are
centage of sales or by comparison
principle,
the division manager will
available for the division’s use durwith other companies in the same
be
motivated
to make decisions in
the next
period. Long-term
business as the division. Which
the best interests of the company.
capital has been allocated accord
ever method is used, the total of
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the
income method, and
So far, however, we
have not setServices,
a
therefore we can make a general
target, except perhaps that profits
rule that only assets controlled by
should exceed the capital cost. The
the division should be included in
actual target is set in much the
its capital charge schedule. The
same way as a divisional ROI tar
only exception to the rule occurs
get, but, instead of dividing the
where an allocated asset is truly
target profit by the asset base, we
dependent upon the size of the
subtract the capital charge for the
allocation base. An example of this
assets from the target profit level.
is cash. More often than not the
The final goal for the division is
company has one central banking
the residual income, which can be
function and divisions do not con
improved by either reducing assets
trol their own cash. However, an
or increasing profits in much the
increase in a division’s activity will
same way as an ROI target.
immediately increase the cash re
With this method it is possible
quired for payroll, for example.
that divisions with performances
Proper allocation of cash to the
below average for the company
will be set a negative goal. Tech
capital charge schedule is impor
tant to prevent a division from
nically this is no problem, but mo
overrating the benefits of increased
tivationally it may be distasteful.
activity.
Fortunately, for reasons that will
The actual target is set in
What about the increase in
be explained in the next section,
headquarters
facilities
necessary
to
the problem will arise less fre
much the same way as a
accommodate continually expand
quently than we might at first
ing divisions? Perhaps the simplest
expect.
divisional ROI target, but,
answer is another question: What
instead of dividing the target
happens to the excess facilities that
Asset measurement
result from divisional reductions?
profit by the asset base, we
With the ROI technique it is
Apart from the problem of finding
common to allocate centralized
a suitable allocation base, the head
subtract the capital charge
assets. The reason for this,
was
quarters changes would not be pro
for the assets from the target
explained previously, is to produce
portional to divisional changes—
a ratio that can be related to the
especially in the case of marginal
profit level. The final goal
world outside. The knowledge of
variations. If it is important to
this ratio is certainly useful: firstly,
allocate an asset, then the basis
for the division is the
for measurement, because the com
must be carefully chosen to avoid
residual income . . .
parison of a division’s perform
the pitfalls mentioned.
ance with outside competitors
When assets are not allocated,
provides an important perspective
the algebraic sum of the residual
for both top management and the
incomes from all divisions is equal
division manager; secondly, to fa
to the capital charge for the unal
cilitate long-range planning where
located assets. The existence of
a division’s growth and potential
this divisional excess has a benefi
are conveniently quantified. How
cial by-product; it means that
ever, from the standpoint of con
fewer divisions will be set negative
trol, the inclusion of centralized
targets for residual income—a prob
assets is completely erroneous. In
lem discussed earlier.
At the beginning of this section,
order to allocate assets, it is neces
the possibility was discussed that
sary to devise a convenient rule,
top management may want to make
e.g., so many dollars for each sales
comparisons among divisions and
dollar or so many dollars for each
between its own divisions and out
fixed asset dollar used by the divi
side competitors. The residual in
sion. Whatever the rule, the divi
come method does not always offer
sion is able to reduce its allocated
as convenient a comparison as ROI.
assets more directly by lowering its
However, all the information re
allocation base than it can by re
quired
for the ROI calculation has
ducing its use of the centralized
been collected in order to measure
assets.
residual income, and it is therefore
The same argument applies to
September-October, 1970
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FIGURE 2
EFFECT OF DECREASING BOOK VALUE
ON RESIDUAL INCOME
Net Book Value

Residual Income

At Start

Average

Cash Flow

Capital
Charge

Before

After

Yr.

of Year

For Year

After Tax

At 15%

Deprec.

Deprec.

13,500
10,500

16,500

-3,500

- 500

1

100,000

90,000

30,000

2

80,000

70,000

30,000

3

60,000

50,000

7,500

4

40,000

30,000

30,000
30,000

19,500
22,500

4,500

25,500

2,500
5,500

5

20,000

10,000

30,000

1,500

28,500

8,500

a simple matter to calculate an
ROI. If an ROI is calculated, of
course, it must not be involved in
the formal procedure for measur
ing divisional performance.

Remaining problems
The residual income method re
solves some, but not all, of the
problems associated with ROI. The
most significant problem remaining
is that of setting a value for depre
ciable assets.
A piece of equipment may be
purchased that is expected to yield
a rate of return equal to the long
term capital charge rate. As the
asset gets older, its book value de
creases, and, consequently, so does
the capital charge. If the operating
benefits produced by the piece of
equipment are uniform, then the

residual income from it increases
with time (see Figure 2 on this
page). This not only makes the re
sidual income measurement incon
sistent, but it may also deter a
division manager from making an
investment because of the shortrange reduction in residual income
that would follow. Straight line de
preciation was used in the exam
ple. If an accelerated depreciation
method were used, the variation
would be even greater.
To overcome this problem, the
annual capital charge plus the de
preciation must be constant and
should be equal to the capital re
covery amount for the asset over
its useful ife. However, to prevent
the improper disposition of assets,
they must always appear on the
asset list at their salvage value—or
at as good an approximation as

FIGURE 3
FUTURE BENEFIT METHOD OF CAPITAL CHARGING
Let r = target rate of return for equipment investment.

n = number of years of depreciation (useful life) remaining.

An item of equipment should be retained if the present value of the future benefits
resulting from its use is greater than current salvage value. For this to be true, the
annual future benefit must be equal to the capital recovery amount at r% for n years
(assuming a uniform series).

Define the future benefit capital charge for n years remaining:
fn = (Salvage value) X (crf-r%-n)

where (crf-r%-n) =

r(1+r)n

is the capital charge rate.

possible. The existence of these two
constraints makes the problem the
oretically insoluble.
Anthony has suggested a solution
which he calls the annuity method.7
He achieves the constant capital
recovery amount by having an in
creasing rate of depreciation which
compensates for the decreasing
capital charge. The asset, therefore,
decreases in book value slowly at
first and then more rapidly as time
goes on. While no depreciation
method consistently values assets at
their salvage value, the annuity
method rarely comes even close.
The tax laws being what they are,
the annuity method would also be
unattractive for cost accounting, so
that in order to use the method
two sets of records would have to
be maintained.
There is a far simpler, albeit ar
tificial, means of fixing the capital
charge for depreciable assets. Prop
erty ledgers are usually kept in a
form that shows the depreciation
period for the asset and either the
number of years’ reserves that have
accrued or the number of years’
depreciation remaining. It is pos
sible—and, if the files are on EDP
equipment, easy—to subtotal these
assets according to their remaining
life. When this has been done, the
capital charge can be calculated by
multiplying each subtotal by the
appropriate future benefit charge

This charge includes recovery of principal. If depreciation is recovered separately, then

the capital charge

fn1 = (Salvage value) X (crf-r%-n) — (Depreciation).
Note: In practice it will often be necessary to assume that the salvage value is equal

to the net book value of the asset.
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7 Robert N. Anthony, John Dearden, and
Richard F. Vancil, Management Control
Systems; Cases
Readings, Richard
D. Irwin, Inc., Homewood, Illinois, 1965,
p. 343.
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3 on page 28).
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This way the capital charge will
FIGURE 4
be equal to the expected benefits
USE OF THE FUTURE BENEFIT METHOD
from investments uniformly yield
FOR CAPITAL CHARGING
ing the company’s target rate of
*Yrs. of
return. Therefore, at all times
Average
Life
After
Capital
assets will be valued at net book
Remaining,
Net Book
Tax Cash
Charge
Residual
value, while the capital charge will
(crf-15%-n)
Value
Flow
N
fn
Income
be commensurate with the annual
$100,000
$30,000
5
.30
$30,000
$
0
benefit expected from a wise in
4
80,000
30,000
.35
2,000
28,000
60,000
3
30,000
.44
3,600
26,400
vestment decision.
2
40,000
30,000
.62
24,800
5,200
As is shown in Figure 4 on the
1
20,000
30,000
1.15
23,000
7,000
right, the method has one draw
*Beginning of year used to facilitate calculation
back: An investment that produces
the uniform benefits originally ex
pected of it actually shows a resid
the future benefit method of capi
that make decentralization attrac
ual income increasing with time.
tal
charging
for
depreciable
assets
tive.
The reason for this is that a uni
directs
the
division
manager
to
The residual income method
form benefit does not recover the
make
decisions
that
will
increase
overcomes
the deficiencies of ROI
principal uniformly; the interest
his
residual
income
and
at
the
same
if
it
is
applied
in the following
component is higher in the early
manner:
time
improve
the
performance
of
years. The only way to make the
the company.
1. Capital charges should be
residual income uniform is to have
Finally
the
problem
of
transfer
made at various rates, ac
an increasing rate of depreciation
pricing
deserves
comment.
Many
cording to the cost of capital
as in the annuity method. The dis
pages
have
been
written
on
meth
employed by each type of
advantages of this method have
ods
for
equitable
transfer
pricing,
asset.
been explained.
and
it
is
generally
agreed
that
2.
Assets
should be valued at
Let us review again the purpose
their
worth
to the company.
where
an
outside
market
price
is
and technique of the residual in
available
this
should
be
charged
If
assessments
of value are
come method. The division man
internally.
In
the
more
complex
not possible annually, then
ager needs to be motivated to make
the net book value of an asset
case of no outside market there is
economic decisions. At any point
little
agreement.
In
this
situation,
should be used as an alter
in time the division manager will
native.
the residual income method should
be faced with two alternatives:
be used with the selling division’s
3. The future benefit method
either to scrap or to retain an asset.
should be used for charging
residual target set at zero. The buy
The basis of his decision should
ing division thus indirectly pays for
capital costs against depreci
be to compare the present value of
able assets.
the
use
of
the
selling
division
’
s
future benefits with the salvage
assets.
If
the
buying
division
con
4.
Intracompany prices should
value for the asset. If we accept
be
fixed at the open market
templates
an
increase
in
sales,
then
the idea of a uniform benefit
price
if prices are known.
its
cost
analysis
allows
for
the
in
(which does not apply in every
When there is no market
crease
in
assets
necessary
to
oper
case but is the best generalization
price, the selling division
ate the selling division. Thus, the
available), then, in the marginal
should set its prices so as to
system is self-compensating.
case the forecast uniform annual
earn zero residual income. A
benefit will be equal to the forth
division that falls partly into
Summary
coming capital charge, and, there
the latter category must ap
fore, the manager will be properly
portion its assets so as to
This article has demonstrated
motivated by the capital charge to
yield zero residual income on
that, while ROI is an appealing
make an economic decision.
the assets used for intracom
method for division measurement
What of the
residual in
pany business.
and control because of
simpli
come from older assets? Will the
city and
independence of divi
By using these techniques, top
manager’s performance look better
sional size, its use will often lead
management will align the goals
than it actually
The answer is
to divisional decisions that are not
of
division managers with those
no because the residual income
in the best interests of the company.
of the company and prevent a man
target is simply set as the differ
Supplementary controls may be
ager from making decisions that
ence between projected profit and
used to minimize these unfortunate
will improve the performance of
capital charge. There is no abso
decisions, but the very presence of
his division but at the same time
lute measure of residual income.
these additional restrictions will
lower the overall performance
the company.
The important consideration is that
remove the motivational benefits
September-October, 1970
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Introducing a solution to the procurement problems
facing most business and government establishments,
this article suggests a new method of using a trans
shipment technique valuable in many situations —

PROCUREMENT SCHEDULING:

A TRANSPORTATION FORMULATION
by R. Frank Page
University of Missouri

and Marvin Tummins
University of Georgia

continually en
of them have an unlimited number
counters problems in which
of possible solutions. The problem
conflicting constraints complicate
is to select the “best” solution at
the time, within the given con
the decision making process. For
straints.
instance, it is desirable to purchase
The major purpose of this article
raw materials in periods of low
is to introduce a solution to the
prices, but warehouse space or cash
procurement problems facing most
limitations, as well as other factors,
retail, governmental, and manufac
interfere with the ability to take
turing establishments. The article
advantage of seasonal price move
characterizes the benefits to be de
ments. Innumerable other illustra
rived from using the model, illus
tions could be given to demonstrate
trates the mechanics of the trans
the constraints within which man
portation model
modified, and
agers must make decisions. Most of
lays the foundation for further in
these problems have several ac
quiry and investigation into poten
ceptable solutions. In fact, many
anagement

M
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tially profitable applications of the
various techniques of linear pro
graming.
For the benefit of readers who
lack experience with the traditional
transportation models of linear pro
graming, the model is explained in
detail. However, the novel appli
cation of using the transshipment
technique and upper as well as
lower bounds should prove profit
able even to more sophisticated
readers.
Mathematical models of the type
proposed and explained in this ar
ticle hold immense promise for
Management Services

32

: Management
Vol. 7, No.
5, September-October
1970 [whole issue]
1) Cell Services,
indicating available
units
for Period B—Cell AB.

2) Cell indicating ending inventory carried over to Period C—Cell BB

EXHIBIT I
SAMPLE OF CELLS

The bar under the ending inventory amount indicates that

the minimum inventory level has been reached.

3) Cell indicating purchases to be made in Period O—Cell OP

widespread use by managers. Mod
els provide opportunities for man
agers to find definite answers to
questions that must be answered,
whether by guess, by estimate, or
by the use of a technique such as
the one suggested here.
Traditional economic lot size or
economic order quantity techniques
do not effectively handle the num
ber of constraints included in the
basic illustrations of this article.
The article presents a transporta
tion formulation of a procurement
or production scheduling problem
incorporating the following con
straints :
1. varying periodic unit costs
2. carrying charges
September-October, 1970

Published by eGrove, 1970

3. storage capacity
4. safety stock (minimum inven
tory)
5. acquisition restrictions—mini
mum and maximum quantities
6. maximum periodic inventor
ies.

izing upper- and lower-bounded
cells, transshipment cells, and
bounded transshipment cells. Two
numerical illustrations are present
ed, fitted into the transportation
format, evaluated, and modified.
The evaluation and modification
routines are presented in detail.

Advantages of technique
The formulation should be a
worthy addition to the traditional
solutions to the economic lot size
problem. This formulation pro
vides for timing of acquisitions and
indicates optimum periodic inven
tory levels under the given con
straints. The solution procedure re
quires a transportation format util

Illustration 1
For Illustration 1 the problem
data may be summarized as fol
lows :
1. Objective—To fulfill demands
at the lowest cost.
2. Projected demand in units:

31
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EXHIBIT 2

PROCUREMENT SCHEDULING MATRIX - SOLUTION NO. 1

(Illustration I)

Period

Units (1,000’s)

1
2

22
18

3
4

15
21

5
6

23
23

7
8

22
26

9
10

25
40

11

6

30

4. Purchase quotations:
a. 10,000-minimum periodic
agreement has been entered
into with the supplier. (This
restriction can be eliminated
or modified if desired.)

b. The maximum available
units per period are set at
45,000 units. (This restriction
could arise from handling
limitations or other similar
restrictions and is also sub
ject to adjustment.)
c. Costs vary with a seasonal
demand:

265

Period

Unit Cost

0
1

$1.00
1.06

2
3

1.04
1.03

4

1.09

3. Required safety stock—10 per
cent of projected demand for the
next period. (The amount can be
adjusted
desired.)
32

5

1.14

7

1.11
1.05

9

1.14
1.10

10

1.16

5. Storage capacity—(This re
striction could arise from various
conditions such
monetary avail
ability or varying weather condi
tions requiring internal storage in
some periods and permitting exter
nal storage in other periods.):
Periods

1 through 3
4 through 6
7 through 10

Upper Limitation
On Storage in Units

50,000
80,000
45,000

6. Carrying charges—(Similar to
item 5.):

Management Services
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EXHIBIT 3
EVALUATION OF CELL JJ

Cost Summary
41,500 X $1.10
26,000 X

1.16

4,000 X

.05

$45,650
30,160

200

$76,010

Maximum adjustments for each cell:
Cell JJ (to exceed 4,000)—20,000-4,000 — 16,000 units

Cell JP (to be less than 26,000)—26,000-10,000 = 16,000 units
Cell IP (to exceed 41,500)—45,000-41,500 = 3,500 units

Cell IJ (to exceed 44,000)—45,000-44,000 = 1,000 units

The greatest number of units which can be moved is 1,000, which will result in a cost reduction

For the benefit of readers

of $10 (1,000 X $.01), as indicated below:

who lack experience with the

traditional transportation
Cost Summary

42,500 X $1.10

models of linear programing,
$46,750

25,000 X

1.16

29,000

5,000 X

.05

250

the model is explained in
detail. However, the novel

$76,000

application of using the

transshipment technique
and upper as well as lower

bounds should prove
Carrying Charge
Per Period
Per Unit

Periods

$.05
.02
.05

1 through 3
4 through 6
7 through 10

7. There is a one-period lag be
tween purchase and availability.
This delay may be due to delivery
time or other factors. The con
straint may be eliminated or modi
by choosing a period other
than one month for the schedule.
8. A maximum inventory level
is included. This constraint may be
one placed by managerial consider
ations other than the storage con
straint. of
The maximum ending in
ventory period, determined as es
timated unit sales in the two sub
sequent periods, follows:
September-October, 1970
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Period
1
2
3
4
5
6
7
8
9
10

Number

units

33,000
36,000
44,000
46,000
45,000
48,000
51,000
65,000
70,000
20,000*

profitable even to more
sophisticated readers.

*(Maximum carryover due to mini
mum purchase requirement of 10,000 and demand of 30,000 in Pe
riod 11)

These data are summarized into
the transportation format, and a
trial schedule is developed, evalu
ated, modified, and again evaluated
until an optimum schedule has
been developed.
33
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unit5,cost,
and the left
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EXHIBIT 4
side contains the upper and lower
bounds as set by contract or trade
customs.
COST SUMMARIES FOR ILLUSTRATION 1
The third cell (non-negative) is
Period
Purchases
used
to ensure that units available
Unit Cost
Costs
Label
(Units)
No.
in
any
period do not exceed stor
$31,800
$1.00
0
31,800
O
age
capacity.
The cost coefficient
1
A
1.06
10,600
10,000
B
2
1.04
14,700
15,288
of this cell is zero, and the left
C
3
45,000
1.03
46,350
hand corner contains the storage
4
1.09
13,952
12,800
capacity constraint.
10,000
1.14
11,400
E
5
6
24,309
F
21,900
1.11
To facilitate an understanding of
7
41,300
43,365
G
1.05
the format utilized in deriving the
11,400
1.14
10,000
8
H
solution, a sample cell of each type
46,750
1.10
9
42,500
1
is
explained in Exhibit 1 on page
1.16
29,000
25,000
10
J
31.
$284,214
Total purchase cost
The blank cells are inadmissible
and
are treated as if they contained
Carrying costs
excessive cost coefficients which
Units
Unit Cost
will not permit them to come into
Period from 0 to 1
$.05
$490
9,800
the solution.
1 to 2
1,800
.05
90
Exhibit 2 on page 32 contains
2 to 3
1,500
.05
75
3 to 4
.02
25,500
510
the first solution attempt. The basic
.02
4 to 5
15,300
306
feasible solution (all rim require
.02
46
5 to 6
2,300
ments met and the number of as
6 to 7
.02
44
2,200
7 to 8
17,500
.05
875
signments equaling the number
2,500
.05
125
8 to 9
rim restrictions minus one) was
9 to 10
5,000
.05
250
developed by using a trial and
Total carrying charges
2,811
error method. To facilitate discus
sion, periods 1 through 11 have
Total supply costs
$287,025
been converted to A through K.

R.

FRANK

PAGE,

CPA,

is an associate professor

of accounting at the Uni
versity of Missouri in St.

Louis. He has also taught

at

the

Georgia
Illinois

Page
Illinois

University

University

of

University

of

Southern

and

University.
received

Dr.

his B.S.

and M.S. from Southern
and his Ph.D. from the

Illinois.

He

is

a

member of

the Missouri Society of CPAs, American Ac
counting Association, and National Associa
tion of Accountants. MARVIN TUMMINS, CPA,
is a professor of account

ing at the University of
Georgia. He has served
on the faculties of Lou

isiana State University,
the University of South

Carolina, and

most

re

cently the University of
Virginia. Dr. Tummins re

ceived
his
B.S.
from
Bowling Green Business University, his M.B.A.
from the University of Denver, and his Ph.D.

from

dozen

Louisiana

articles

State

University.

authored

Over two

coauthored

or

by

him have appeared in professional publica
tions. Dr. Tummins is active in the AICPA, as

well as other accounting organizations, and

was a member of the AICPA committee on
statistics in auditing.

In order to ensure that available
supplies at any given time do not
exceed storage capacity, the trans
shipment device is used. This de
vice as used ensures that all peri
odic acquisitions plus beginning
inventories are either used in the
period available or transferred into
units available for the period im
mediately following.
The two negative cells in each
row (transshipment cells contain
ing rectangles) contain the begin
ning inventory and purchases for
the period. The transshipment cell
appearing first in each row con
tains the beginning inventory; it
must not exceed its upper bound
and must not fall below its lower
bound. The figure in the upper
right-hand corner of this cell is the
carrying charge. The two figures
on the left-hand side of the cell re
late to the upper and lower bounds.
The transshipment cells in the pur
chase column contain three num
bers; the upper-right-hand corner

Cell evaluation procedures
Evaluation of Cell AP—This cell
is at
lower bounds and is evalu
ated to see whether the number of
units purchased should be in
creased. Cell AP is a transship
ment cell, which indicates that in
order to add a unit to the evalua
tion route including this cell a unit
must be subtracted in this cell.
The evaluation of Cell AP follows
(The “R” represents reverse or a
negative symbol.):
Subtract one unit

CellAP
OA

$1.06
0
$1.06 R

Add one unit

Cell AA
OP

$ .05 R
1.00 R

$1.05 R
The net effect would be to increase
the cost by $.01 per unit.
Management Services
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EXHIBIT 5
PROCUREMENT SCHEDULING MATRIX - OPTIMUM SOLUTION

(Illustration I)

Evaluation of Cell CP—This cell
is at the upper bound, so the eval
uation should be to see whether
fewer units should be purchased
in this period. Again, this is a trans
shipment cell,
in order to sub
tract a unit from the evaluation
route containing this cell a unit
should be added to the transship
ment cell.

Evaluation of Cell FF—This cell
is at its lower bound, and the eval
uation determines the possibility
increasing the number of units car
ried over to period G above 2,300.

Subtract one unit
Cell FF
DP
EE

$1.13

Add one unit
$1.03 R
.02

Cell CP
DD

$1.05 R

Cell CD
DP

Subtract one unit
$ 0
1.09
$1.09

The net effect would be to increase
the cost by $.04 per unit.
September-October, 1970
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 R0

$ .02 R
1.09 R
.02

cedures. This transshipment cell is
at its lower bounds, indicating that
the evaluation should investigate
the desirability of increasing the
number of units processed by the
evaluation route containing this
cell.

Cell JJ
IP

Add one unit

Cell FP
DE
EF

$1.11
0
0

Cell IJ
JP

Subtract one unit
$ .05 R
1.10 R
$1.15 R

Add one unit
$
1.16 R

$1.11
The net effect would be to increase
the cost by $.02 per unit.
Although all cells are evaluated
in a similar manner, the evaluation
of Cell JJ will be shown here to
illustrate solution modification pro

The net effect would be to decrease
the cost by $.01 per unit.
The maximum number of units
that can be brought into the route
is equal to the smallest number of
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EXHIBIT 6
PROCUREMENT SCHEDULING MATRIX - OPTIMUM SOLUTION

(Illustration II)

units that will cause a cell in the
route to reach an upper or lower
bound or violate rim requirements.
The route for Cell JJ is analyzed
in Exhibit 3 on page 33.
Exhibit 4 on page 34 contains

the cost summaries for Illustration
1. A uniquely optimal solution to
Illustration 1 is shown in Exhibit 5
on page 35.
In Illustration 1 and its solution
the maximum inventory level was
not an effective constraint. Illustra
tion 2, summarized in Exhibit on
this page, changes the constraints
of Illustration 1 in a manner that
makes the maximum inventory con
straint effective. An uniquely opti
mal solution to the modified prob
lem data is presented in Exhibit 6.
The evaluation of bounded or un
used cells is included.
Although the illustrations includ
ed in this article concentrate upon

one problem facing almost all man
agers of industrial or governmental
operations, the potentials of the
model are limited only by the
imagination of managers. The me
chanics, while tedious to perform,
are easy to master, and their ap
plication often results in surprising
and valuable modifications of op
erating procedures currently used
in many management routines.
Profitable applications will increase
as knowledge of the procedures be
comes more widespread. The fol
lowing outline suggests several
promising applications:
1. Production Planning—Starting
with a periodic sales forecast, avail
able plant capacities, and related
variable cost factors, it is possible
to develop a production schedule
that will meet demand at lowest
costs.
2. Distribution Analyses—Utiliz
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ing forecasted periodic demands of
various market areas and outputs
of several plants operating at dif
ferent unit costs, it is possible to
develop a production and distribu
tion schedule that will satisfy de
mands at a minimum cost. This
model encourages study of the ef
fects of various changes in demand
and production capabilities.
3. Capital Budgeting—It is pos
sible to study the effects of output
modifications upon multi-plant op
erations. The effects of equipment
modifications also can be analyzed
in advance.
4. Market Research—The effects
of marketing activities upon total
profit may be studied. Changes in
product lines, changes in product
mix, changes in warehouse loca
tions, and other marketing factors
may be simulated and studied be
fore instigation of operating plans.
Management Services
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Now that EDP installations represent so heavy an
investment for so many companies, the proper pro
tection for machines, records, and software becomes
a vital part of the company's security plan—

PROTECTING YOUR EDP INVESTMENT
by Joseph Verba
Commercial Standard Insurance Companies

he classic functions of the
management process include
the control operation. Ordinarily
control is interpreted to be a fol
low-up of planning activities.
Commonly accepted means
of ac

complishing control include the
establishment of predetermined
goals or standards, the measure
ment of performance, the compar
ison of actual performance with
the standards, and the making of
appropriate control decisions. In
conjunction with the managerial
function of control, there is a sup
porting activity popularly called
“internal control.” Internal control
covers a wider range than just the
establishment of standards and
measurement of performance. It is
the total of all control activities in
an organization with the objectives

T
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of maintaining accuracy of business
data, safeguarding company assets,
promoting operating efficiency,
and encouraging compliance with
existing company policies and pro
cedures.
This article concerns itself with
only one aspect of internal control
—safeguarding company assets—
and only those assets related to
the electronic data processing op
eration.
Computer usage has mushroomed
in recent years. Hardware improve
ments such as reduced cost and
size have resulted in more business
organizations availing themselves
of EDP operations. Software im
provements such
the develop
ment of better applications have
encouraged greater usage of EDP
systems. The use of EDP systems

has increased enormously in re
cent years, and because of compe
tition and general overall growth
the continuing expansion of EDP
usage is assured.
The high unit cost, large storage
capacity, and speedy processing
capabilities of computers have re
sulted in centralized control of the
processing center. A breakdown in
this processing center jeopardizes
the entire business operation. Once
a paperwork operation has been
converted to the EDP system, dam
age to the system or the records
can be disastrous. Once the appli
cation is converted to EDP, revert
ing to the former manual method
is impossible. In addition, equip
ment and records of the EDP sys
tem are exposed to different types
damage. Temperature and hu37
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midity,of Planning,
when uncontrolled,
can
posed
to “useful
and12“nonessen
affect computers and cause mal
tial” should be given special
functions. Records on paper are
attention and kept in fire-resistant
subject to damage by heat and
storage equipment. Duplication
moisture, but records on magnetic
and storage in a safe place, prefer
tape,
most
commonly
used
in
EDP
ably in a separate location, is the

systems, are especially sensitive to
most desirable protection, particu
damage and erasure.
larly for those records that would
The cost of recreating such
be impossible to recreate if the
records could be astronomical.
originals were destroyed. When
Management should be aware of
records are in constant use and
the implications resulting from the
the quantity is large, duplication
possible damage to or destruction
may not be a practicable answer.
of all records used and created in
Duplication of the updated records
the EDP operation. Management
would be extremely expensive and
should also be aware of the related
time-consuming.
risks involving (1) property loss
2. Equipment—While the danger
due to damage to or destruction
of damage to EDP equipment is
the EDP equipment, (2) losses due
no different from exposure to dam
to error output, and (3) losses
age of any other office equipment,
arising from extra expense incurred
the EDP equipment is subject to
Once a particular function is
in recreating records as well as
greater damage, and the cost of
losses
arising
from
business
inter
such
damage can be very expen
converted to EDP, the
ruption because of damage to or
Suggested precautionary mea
destruction of equipment, records,
un interrupted continuation
sures include isolation of the
or premises.
system in an approved fireproof,
of the operation becomes
independently air conditioned area
and assignment of capable and
essential to the normal
Reducing the risk
knowledgeable personnel to oper
operation of the business.
ate and maintain the EDP system.
In attempting to safeguard the
Where the equipment is leased,
company
’
s
EDP
assets,
manage
Minimizing or reducing losses
management should insist on a
ment’s first step should be the elim
careful examination of the lease to
ination or reduction of the risk
in this area can be
determine the extent of liability on
of loss. Suggested approaches, by
accomplished by duplicate
the part of the lessee
well as
category of exposure, include the
the
lessor.
following:
records and stand-by
1. Records—Source documents
3. Loss of Use—Probably the
equipment . . .
(unconverted records) and media
greatest exposure to loss arises
(tapes, punched cards, paper tapes,
from the possible loss of use of
etc.) should be evaluated for pro
the equipment and/or the records.
tection purposes. Records classified
Once a particular function is con
as “vital” and “important” as opverted to EDP, the uninterrupted
continuation of the operation be
comes essential to the normal op
eration of the business. Minimizing
JOSEPH VERBA, CPA, is
or reducing losses in this area can
vice president-controller
be accomplished by duplicate
of Commercial Standard
Insurance
Companies,
records and stand-by equipment.
Fort Worth, Texas, a
The high cost of such stand-by
wholly owned subsidiary
equipment makes it unfeasible to
of Nationwide Mutual
Insurance Co., Colum
purchase it. It is possible, however,
bus, Ohio. From 1948
to
enter into a reciprocal arrange
until his promotion to
ment with another user of similar
CSIC controller in 1965, Mr. Verba was an
internal auditor and internal auditor man
equipment for the exchange of fa
ager for Nationwide. He is a past president
cilities in event of an accident.
of the Central Ohio and Fort Worth chapters
of the Institute of Internal Auditors. Mr.
“Rack-up” arrangements with sev
Verba received his B.S. from Ohio State Uni
eral users of similar equipment
versity and has recently done graduate work
would be even better.
in management at Texas Christian University.
Management Services
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In the same way
that EDPServices,
risks Vol. 7,ance
: Management
No. 5,afforded;
September-October
mandatory1970
co [whole issue]
can be categorized as pertaining to
insurance is required as are de
records, equipment, and loss of use,
ductibles for specific exposures.
insurance coverages available can
As in the Standard Fire Con
be classified along similar lines.
tents Form, the event to
1. Records and Equipment
which this form covers items
that are both media and an
A. Property Insurance
(loss
or

integral part of the equip
damage to the system, including
ment (such as magnetic disks)
equipment and records)—In gen
is questionable and subject to
eral, there are four existing forms
interpretation. There are certain
designed to provide coverage on
personal property such as EDP sys
exclusions, such as mysterious
tem property including supplies,
disappearance and fraudulent
equipment, and records. Since these
or dishonest acts of the insured
coverages have exclusions and limi
or his employees, incorporated
tations, EDP system users should
in the form. The form itself
determine what coverages are avail
should be reviewed to deter
able and to what extent coverage
mine all exclusions applicable.
is provided.
This form is excellent for pro
(1.) Standard Fire Contents
viding insurance on an office
The high cost of such
Form—This form covers property
containing an EDP system and
stand-by equipment makes it
of the insured, or property of
has the advantage of covering
others for which he is liable, on
all contents, not just the EDP
unfeasible to purchase it.
an actual cash value basis. Cov
system. As to the coverage on
erage may be afforded against
records and media, while it is
It is possible, however, to
the perils of fire, extended cov
all risk, it contains a “books of
enter into a reciprocal
erage, vandalism, and sprinkler
accounts” limitation (usually a
leakage. Records, including
dollar limit of $500 is paid for
arrangement with another
source documents and media,
reproducing books of accounts,
constitute “contents” under the
user of similar equipment for
card index systems, etc.), coin
standard form; however, the ex
surance is mandatory, and it is
the exchange of facilities in
tent of coverage is questionable.
not the most satisfactory form
The advantage of this form is
for insuring valuable records
event of an accident,
that it is available for covering
and media.
“Back-up” arrangements
all contents in an office and not
just the EDP system. The prin
with several users of similar
Requirement for insured
cipal disadvantage is that this is
a specified peril form, and
(3.) Valuable Papers and Rec
equipment would be even
the exposure to damage and
ords Form—This form is very
better,
the costly nature of EDP
broad and does not exclude
equipment suggest separate,
earthquake, disappearance, dis
broader coverage.
honesty of employees, and other
(2.) Office Contents Special
items excluded in the other
Form—This form is designed to
forms. It does not contain a co
provide All Risk coverage to
insurance clause but does re
“Business Personal Property of
quire that records that cannot
the insured usual to the office
be replaced must be specifically
occupancy—” and to “similar
insured at an agreed value.
property of others held by the
When this is not done, loss is
insured and for which the in
limited to the “actual cash
sured is liable.”* There are limi
value” of damaged or destroyed
tations on the amount of insur
records or the cost to replace.
The Valuable Papers and Rec
ords policy may be subject to
*CPAs, service centers, and all firms
ing data processing work for others often
a requirement that the papers
find it wise to carry some form of Errors
and records be kept in certain
and Omissions” insurance to indemnify
protective
devices when not in
themselves for mistakes made in their
use.
work for their clients.
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None of the standard forms provides adequate coverage for reconstruction of information

(4.) Accounts Receivable Form
—This is another form of valu
able record insurance. The pri
mary coverage is against an in
direct loss, since it covers the
inability of the insured to col
lect money due him as a result
of the destruction of his ac
counts receivable records.
(5.) Special Data Processing
Policy—Equipment—This is a
special policy offered by a few
insurance companies designed
to provide broad all risk cov
erage to EDP equipment. Sev
eral exclusions common to the
all risk forms are missing in
this form. Since this is an equip
ment form, separate insurance
must be carried on records and
media.
(6.) Special Data Processing
Policy—Media—This is a broad
all risk form covering data proc
essing media of all kinds. There
is no provision,
in the Valu
able Papers and Records form,
limiting recovery to actual cash
value in event of loss. Valuation
is at reproduction cost, which
contemplates the possible need
for reproduction under emer
gency conditions and includes
extra expense resulting from
such replacement.
**
Source
documents that have not been
converted to media form are not
covered by this form.
2. Loss of Use
In the event of an emergency,
not only is it possible that equip
ment is damaged, but damage to or
**Not covered in the article is insurance
for the software systems developed
the insured. These can be amazingly
costly to duplicate they are destroyed.
For that reason, it is best for the in
sured to make the best
estimate
of what it would cost to duplicate each
of his programs if they were destroyed
and then insure himself for this full
amount.

destruction of records and/or media
can require a crash program for
replacement. The amount of extra
expense insurance that should be
carried is very difficult to estimate.
Even when care is taken to work
out the amount of extra expense
needed, it is usually too little in
event of a serious loss. Insurance
coverages available to help defray
the extra expense resulting from
damage to or destruction of equip
ment and/or records include the
following:
A. Business Interruption Insurance
—This coverage applies to a loss
in gross earnings resulting from
specific perils insured against. In
order to have a loss paid under this
coverage it is necessary to show
that a reduction in earnings has
occurred. Since the loss sustained
by damage to or destruction of EDP
systems does not directly result in
a reduction in earnings, but only
in extra expense to get the system
in operation
soon as possible,
this type of coverage is not satis
factory for covering the possible
time element loss.
B. Extra Expense Insurance—This
is a standard form covering extra
expense incurred to continue the
normal operation of the business
immediately following damage to
or destruction of (described)
buildings or contents by a peril
insured against. This would include
the EDP system, but a special ex
clusion eliminates the reconstruc
tion of records. This limitation
makes this coverage unsatisfactory
for loss to records and media.
C. Data Processing Extra Expense
Form—This is an all risk form de
signed for insuring data processing
systems. It is probably the only
extra expense form that will defi
nitely provide extra expense cov
erage arising from the destruction
of EDP media.
The tremendous investment made
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in EDP systems by business organi
zations and the extent to which
these EDP systems are integrated
in the organizational operations
makes it mandatory that managers
responsible for the EDP activities
be aware of the implications re
sulting from damage to or destruc
tion of the systems.
As a part of their control func
tion, managers should determine
the extent of loss that could de
velop from damage to or destruc
tion of equipment and records. As a
means of reducing the risk and ex
posure, certain protective measures
can be implemented. These in
clude: keeping vital records in fire
proof safes when not in use; dupli
cating records where practicable;
developing a “disaster plan”; and
working out “back-up” arrange
ments with other users of similar
equipment.

Special form coverage broader
While not reducing the risk or
exposure, insurance coverages are
available for EDP equipment and
records. The standard forms afford
coverage for EDP equipment,
though not
broad as that avail
able under special forms. None of
the “standard” forms provides ade
quate coverage for reconstruction
of information contained on rec
ords and media. The special data
processing forms do provide a more
complete coverage for insuring
EDP media and for the extra ex
pense arising out of damage to or
destruction of the media.
A prudent manager will recog
nize his risk exposure, take appro
priate measures to minimize these
risks, and, in conjunction with who
ever is charged with record pro
tection, will obtain applicable in
surance coverages to indemnify his
organization in case of loss.

Management Services
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Strangers coming in and running a vital part of your
company on
autonomous basis? Your reaction
the idea may determine whether facilities manage
ment would work for you
would be a complete
disaster—

FACILITIES MANAGEMENT - BOON OR BANE?
by Louise H. Dratler
Assistant Editor

approximately a dozen
Midwestern hospitals de
cided some time ago that it would
be a good idea to buy their own
EDP equipment and open a joint
central data center for their infor
mation needs, they didn’t realize
how difficult it could be to staff
an EDP installation. After several
months of unsuccessfully trying to
get the center to produce, they
called in a “facilities management”
contractor. The contractor now
staffs and manages the hospitals’
center, and it is running smoothly.
This story is true though it could
well be a tale invented by a facili
ties management vendor. Under a
three- to five-year contract a facili
ties management service organiza
tion will provide the personnel,
software, and managerial skill
needed to run a company’s EDP
hen

W

facility effectively. The computer
hardware can be owned or leased
by the company or by the vendor.
Each facilities management con
tract is tailored to the client’s
needs.
The facilities management con
tract was first employed by the
military. Private industry is using
it more and more as a tonic for
EDP departments that are not
performing as well as companies
would like them to, either through
inefficiency or the inability to
speedily implement new largescale programs. However, the topic
has several strong side effects.
How do facilities management
organizations differ from service
bureaus?
For one thing, they are usually
better tailored to the company they
serve. Even in instances where they

run equipment owned by the client
company, the system they use has
presumably been designed primar
ily for that client. And since in
most instances they staff the client
company’s equipment on the com
pany’s premises, such problems as
deliveries of needed data and pri
vacy of data—or at least manage
ment’s awareness of such problems
—are minimized to a degree that
they would not be with a service
bureau.
In examining the problems facili
ties management can solve, the
most obvious is staffing the compu
ter installation.
recent Diebold
Research Program survey of 500
companies showed the turnover
rate of data processing personnel
to be much higher than that exist
ing for any other occupation.
Staffing EDP departments is going
41
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to get oftougher
a direct
Naturally,
those
engaged
or in
of the computer manufacturers’
volved in facilities management
separation of hardware, software,
place it in the best possible light.
education, and support prices, pre
But it does have drawbacks.
dicts Robert H. Long, assistant
For example, William O. Har
director of the research division of
den, vice president of John Nuveen
the Bank Administration Institute,
& Co., Inc., New York, pointed out

writing in The Magazine of Bank
that experts can be hired on a
Administration (January, 1970). He
one-time basis and thus there is
no real need to sign a long-term
forecasts that technical talent will
move from businesses in which
all-inclusive facilities management
computer usage is a secondary ob
contract. He told the conference,
“Buy what you really need. If you
jective to firms specializing in com
puter science.
need professional services, go get
them. If you need hardware get it.
“Another effect of the specialist’s
If you don’t need your computer—
transfer movement,” Mr. Long
send it back. If you need a com
writes, “may be the rise of facilities
bination, then decide which type
management services, a practice
of facilities management contract
that would involve a software com
is best for you.”
pany’s taking total responsibility
for programming, operations, main
tenance and management of a
The people problem
firm’s computer facility.”
Some resignations may result
The facilities management ven
Facilities management also pre
dor is accountable for having sys
sents a people problem: What
from the facilities
tems contracted for prepared and
happens to the old EDP staff when
operating on schedule. He is re
management takeover, but
the facilities management con
sponsible for having qualified staff
tractor takes over? Robert W. Mc
they often occur, it is said,
to maintain as well
develop the
Geary, president of Lever Data
system. If a competitor’s system is
Services, Inc., New York, explained
among the poorer members
to be used, it is the facilities man
to this writer that when his
agement staff that puts it into
of the existing staff who drop
takes on a facilities management
operation. When specialized knowl
contract it moves the existing in
out for fear of being fired
edge is needed, the facilities man
ternal EDP staff over to its own
agement company should be able
payroll. He claims this meets with
when found incompetent.
to call in members of its staff with
little staff opposition because it
the appropriate expertise. These
maintains a high pay scale, on the
experts are not maintained on the
average higher than that paid to
client’s EDP operation any longer
internal EDP staffs. Lever also
than necessary. Also, it is possible
opens the possibility of advance
for client companies with cyclical
ment in the computer field within
EDP information needs to have
its own organization to people
just the required number of com
who had previously been limited
puter personnel on hand at any
to the computer operations of only
given time.
one firm. Some resignations may
However, even with facilities
result from the takeover, but Mr.
management, there is EDP staff
McGeary claims that it is often the
poorer members of the existing
turnover. At a recent American
staff who drop out for fear of
Management Association confer
being fired when found incom
ence, “EDP Facilities Manage
petent.
ment: Abdication or Salvation?,”
Facilities management contracts
several businessmen pointed out
have no standard form. Maccabees
the drawbacks of an outside EDP
Mutual Life Insurance, Southfield,
staff. The businessmen then specu
Michigan, now is working with
lated about the time that would
Computer Technology, Incorpor
have to be spent educating the
ated, Skokie, Illinois, under an
mobile programers to the client
agreement that keeps the staff on
companies’ operations.
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but puts CT
in Vol.
Co.7, When
EDS received the1970
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charge of all computer personnel,
tract in 1966, Pepsi was operating
firing, promotions, etc.
with a manual general ledger sys
tem, and now in 1970 the company
is getting a third generation man
The best prospects
agement information system off the
Which firms face the toughest
ground, according to Perry G. Da
 can best
staffing problems and thus
vis, Pepsi’s systems and data
use this feature of facilities man
processing director. Pepsi now has
agement? Mr. McGeary believes
in operation a basic information
small- and medium-size firms face
system, a market research system
the greatest handicap in competing
for domestic and foreign sales,
for personnel with the giant cor
remote processing for its bottling
porations and the professional data
plants, and the beginnings of a
processing organizations. Tom Mar
management information system.
quez, vice president of Electronic
Data Systems Corporation, Dallas,
Amiable parting
disagrees. Big companies may have
“Pepsi was an early trendsetter,”
just as much trouble keeping good
Mr. Davis said. “We were one of
personnel because, although large
the first to go in and one of the
companies furnish their EDP peo
first
to go in the other direction.”
ple with the best possible training,
Pepsi-Cola is one company
In 1966 Pepsi began its contract
all too often they quit for better
with EDS, and by the end of 1969
jobs. According to Mr. Marquez,
that has used facilities
it had decided to run its own in
these corporations “are no better
management but now has
stallation. Prior to the formal deci
than top training grounds.”
sion not to renew EDS’s contract
Mr. Marquez’s own company his
built up its own staff and
Pepsi had built up its own staff
tory supports his observation. EDS
of 50 systems people. Mr. Davis
is a highly successful pioneer in the
runs its own installation.
says these people were needed to
facilities management field. It has
However, Pepsi credits the
form an interface between Pepsi
made its well publicized president
and EDS. The facilities manage
and founder, H. Ross Perot, a mul
facilities management
ment
company had given Pepsi “a
timillionaire. Mr. Perot is a former
thrust into the third generation,”
experience with pushing
IBM computer salesman, and three
he
said.
However,
once
the
major
of the other men who helped him
it into modern data
conversion was achieved Pepsi felt
start EDS are also former IBM em
it could go it alone.
ployees.
processing methods.
When Pepsi decided to use its
The targets of facilities manage
own people, EDS cooperated in
ment concerns have been getting
interviewing the programers Pepsi
higher and higher, or were, at least,
would need to add. “There has
until the recent stock market slide.
been an excellent attitude in all
It is the big companies that EDS
concerned,” Mr. Davis said. He
is now concentrating its marketing
feels the unhooking has been the
on. At its start, in 1962, EDS set
easiest part of the facilities man
$5,600 as the minimum monthly
agement arrangement. As Pepsi’s
client EDP expenditure that would
case illustrates, an attractive fea
interest it. By 1965 EDS had upped
ture of facilities management is the
that minimum to $50,000, and now
speed with which large-scale pro
a monthly expenditure of $200,000
jects can be undertaken. Besides
is needed before EDS considers
having the required personnel, the
taking on a company as a client.
vendor also has a good knowledge
EDS, according to Mr. Marquez,
of all the software and hardware
finds bigger companies are better
on the market. He additionally has
prospects because they have “big
available software developed for
ger problems and more money for
similar needs of other clients.
quality work.”
Maccabees Mutual Life Insur
One of the bigger problems EDS
ance
management
decided it
worked on belonged to Pepsi-Cola
wanted to put IBM’s Advanced
September-October, 1970
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Some large companies are spinning off their EDP departments to become . . .

Life Insurance System (ALIS) in
to operation. Though management
felt its own EDP staff was qualified
to implement the system, it em
ployed Computer Technology, Inc.,
to put ALIS into operation faster.
The BankAmericard system in the
state of Florida was also speedily
put into operation by Computer
Technology. When Southwestern
Insurance Co., Dallas, decided to
make the switch to a third genera
tion system, EDS was called

Security risk?
While similar experience may
aid the vendor in rapidly getting a
system working, it also could pose
a security risk for the client. If
the vendor is employed by com
petitors, how secure are the clients’
methods of doing business? Will
competitive advantage be lost in
pooled knowledge?

Costs may drop
Another feature some facilities
management firms offer their cli
ents is lower EDP costs. Lever
enters into arrangements in which
its fee comes up for renegotiation
each year. The first year of the
contract it agrees to operate the
installation for exactly the cost to
the client before it took over. Le
ver’s profit comes from the savings
it can make in the operation. For
the second year the books on both
sides are opened and the fee is
negotiated on the basis of the sav
ings and the client firm’s profits.
Instead of renegotiation, EDS
sets a flat fee for the contract term.
EDS never promises to cut the
cost of a computer operation. On
the contrary, “we will double pres
ent data processing costs, but we
will lower the overall cost of doing
business,” Tom Marquez said.
‘‘They [the client] will get payout,

which is what they are interested
in, not lower EDP costs at all.”

Degree of control
After investigating facilities man
agement, the Nationwide Insurance
Companies did not find it an eco
nomical move for their operations
because of the peculiar require
ments of the insurance business.
“Whether or not a facilities man
agement contract is economical
depends upon how completely you
feel you can relinquish computerrelated responsibilities to them,”
Bradley D. Kirk, Nationwide’s vice
president in charge of systems and
programing, told the AMA con
ference. “If you can turn the entire
operation over to them for an in
definite period of time and be
concerned only with using the
final product, a facilities manage
ment contract probably can be
economically justified. Economical
feasibility, however, is almost com
pletely dependent upon the degree
of responsibility that will be relin
quished.”
Nationwide’s management wanted
to keep control of its company
records and systems. It feared that
because the facilities management
companies are relatively new they
might go out of business or under
go mergers or takeovers. Conse
quently, it wanted a buy-out clause
so that it could control whom it did
business with. When the buy-out
costs were added to normal con
tract cost, facilities management
offered no economic advantage
over Nationwide’s running its own
installation. “We’ll consider facili
ties management again,” Mr. Kirk
said, “but probably not until we
can point to many other satisfac
tory experiences or can find a situ
ation where the company would
not be such a captive of the facili
ties management organization.”
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Hiring a facilities management
company is something like hiring
an expert chef. The employer can
designate what he would like pre
pared, but he cannot say how he
would like it done in terms of
actual operating techniques or
machine languages. Also, he can
not expect the expert to give him
trade secrets freely or to train the
family in his craft.
There are other possible disad
vantages to the client company
when it turns over data processing
responsibilities to facilities man
agement.
One reservation John T. Cahill,
manager of management informa
tion services for the Itek Business
Products Division, has about hir
ing an outside contractor is the
harm it may do to executive train
ing. Mr. Cahill believes business
executives should have a chance to
have some experience working with
a company’s information system.
With an outside contractor this
chance might be lost.
While an outside facilities man
agement firm creates a sharp divi
sion of duties, it does free client
management from worrying about
the way results are obtained. It
only remains up to the client to
decide what information he needs
and when. In some cases the de
tailed consideration that is needed
for a contract schedule to be
drawn up helps client manage
ment along the way to solving its
own problems. In the contract
offered to Nationwide, not only was
the facilities management vendor
to indemnify Nationwide for losses
incurred by the vendor’s inability
to perform on schedule, but Na
tionwide was to indemnify the
vendor for its resultant losses if
Nationwide was unable to maintain
schedules. Facilities management
enforces discipline on both parties’
operations.

Management Services
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Management is the key word
in “facilities management,” John
Hawk, president of Dataman Asso
ciates, Inc., New York, believes.
He told the AMA conference, “The
facilities management company ba
sically says they are smarter than
you are. You are buying that smart
ness.” Mr. Hawk says his best pros
pects are companies where there is
weak management from the presi
dent on down. Other facilities
management companies disagree
with Mr. Hawk and say they are
offering technical expertise rather
than management skill. All main
tain they offer men highly compe
tent in speaking the language both
of business and of technology and
well able to bridge the much pub
licized communication gap. Per
haps this is more wishful thinking
than reality now, but many experts
believe that facilities management
may well produce the first fully
fledged management scientists—in
dividuals who combine managerial
experience and knowledge with
high technical competence.

Some firms ‘spin off’
Many types of companies are
now offering facilities management
services. Besides the independent
entrepreneurs there are large com
panies that are spinning off their
EDP departments to become facili
ties management vendors. Compu
ter Technology, Inc., is an offshoot
of LTV Aerospace Corporations
data processing operations. The
Prudential Life Insurance Com
pany, which claims to have the
largest single non-government IBM
360 hook-up outside IBM itself,
was at one time considering joining
its computer resources to Computer
Technology. Prudential was to ac
quire 71 per cent of Computer
Technology’s stock, but the two
companies could not come to terms.
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Prudential has not given up the
idea of entering the
The first investment in the Scott
Paper Company’s new venture
capital program was the purchase
of a one-third interest in Industry
Computing Systems, Inc., Los An
geles. “Facilities management . . .
is the fastest-growing segment of
computer services,” Harrison F.
Dunning, Scott chairman and chief
executive, said when announcing
the investment. “With an annual
growth rate of 60 to 65 per cent,
it is expected to provide a $1.4billion market by 1974.”
Even computer manufacturers
are entering the facilities manage
ment
Honeywell began work
on its first contract this spring. Of
course, one wonders how a manu
facturer can overcome a natural
preference for buying and keeping
its own equipment. Honeywell be
lieves it offers experience in the
computer business and that it will
have to deliver results or its facili
ties management clients won’t re
tain Honeywell.
With the large number of en
trants into the field, it is not un
likely some unqualified people will
slip in. Experts predict that the
public is sure to hear about one big
fraud one of these days. The best
protection against this happening
a company is careful considera
tion of the vendor’s qualifications.
Some of the many questions to be
answered are: How much experi
ence does the vendor have and
how closely does it relate to the
prospective client’s business? Is
the vendor financially stable
enough not to be forced out of
business by the loss of a few con
tracts? How large is the vendor’s
staff of experts, both in the tech
nical and management areas?
There are, of course, alternatives
to taking the big facilities manage
ment step. “Get a reliable consult

ing firm in and ask them to take
full control of your facility for one
year, to get rid of the deadwood,”
William Harden suggested. “Dur
ing the second year have them
train the new staff, and during the
third year they can watch you fly
the plane.” Although the cost for
this project would probably be the
same as hiring a facilities manage
ment firm, the control of the opera
tion would remain in the hands of
internal management. Other alter
natives Mr. Harden suggested were
seeking the help of a service bu
reau or simply streamlining current
systems by talking with operations
people to see what they really need
to know.

The future
It is easy to put facilities man
agement down, but it does seem to
have a future. According to care
ful market projections made by
the Quantum Science Corporation,
New York, the facilities manage
ment market will reach $2 billion
by 1975. Although at present the
Government is the largest user of
this type of service, Quantum Sci
ence predicts that by 1975 30 to
40 per cent of facilities manage
ment will be performed for manu
facturing concerns and only 20 to
30 per cent will be done for the
Federal Government.
Quantum Science also predicts
the facilities management vendors
will become more specialized in
gearing their work to specific types
of industries. Instead of just offer
ing facilities management Quantum
Science believes the companies will
become multi-service vendors, ad
ditionally offering software, service
bureaus, and network information
services. It calls facilities manage
ment “the $2-billion market that
will disappear as a business by
1975.”
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Sign of the times? Here’s a New York company
whose
business is relaying the names of un
wanted divisions to prospective purchasers—

CASH FOR RED INK DIVISIONS
by Robert M. Smith
Editor

recent financial pinch that
has hit so many companies,
many of them have cast a long and
jaundiced look at some of their
divisions, divisions which might at
one time have been profitable but
were
far out of the main stream
of company interests that now they
may be a drain on the parent. Or,
in the case of divisions that are not
too profitable, stockholders’ grow
ing interest, concern, and demand
for divisional breakdown of profits
and losses may lead to the close
inspection of areas that in other
n the

I

years would have gone happily un
noticed at annual meetings.
This trend explains the emer
gence of Corporate Diversification,
Ltd., a New York company that
does much the same sort of thing
for corporate divisions or product
lines that executive recruiters do
for dissatisfied or unhappy busi
nessmen: it matches the lost indi
vidual with the eager buyer.
This trend has been reenforced
by the vast growth of diversified
companies which got into too many
lines in the happy days of the Six

ties and sometimes bought not
wisely but too well. The stock mar
ket’s long and sometimes precipi
tous decline left many of them
short of cash and long on proper
ties, some of which they weren’t
geared to exploit.
Penn Central, so rich in other
properties that it can’t pay its
transportation company’s operating
bills, is only the most recent and
dramatic example. There are others.
The air conditioning manufac
turer that found it had a solid but
extraneous division making farm
Management Services
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of 7,
prospects
on to the potential
equipment, for :example.
The Services,
divi Vol.
Management
No. 5, September-October
1970 [whole issue]
purchaser. From that point on, all
sion was doing a good job, but the
negotiations are between the wouldparent company didn’t have mar
keting or distribution facilities that
be seller and the would-be buyer.
meshed well with agricultural
Corporate Diversification makes no
equipment.
representations about the company
However, a farm equipment
or division that is to be sold; it only
manufacturer did, and it so hap
relays the information and location
pened that the division’s products
furnished by that entity to the in
supplemented his line nicely. The
terested buyer.
division was sold; the parent com
Nevertheless, it’s working well.
pany got some badly needed cash;
Some companies, not at all averse
the agricultural manufacturer got
to picking up bargains, realize it’s
a complete line of good products
a buyer’s market and are capitaliz
with an established manufacturing
ing on it. Corporate Diversification
staff and factory facilities.
has one long-term ethical drug
client to whom it sends an average
Client suggested firm
of 20 prospects a month.
Clients—Imperial Tobacco is no
Corporate Diversification did not
longer among them—are substan
start with a gleam in the eye of its
tial, including such corporate giants
president, Peter Hilton. Rather, it
as the Columbia Broadcasting
had its genesis in the simplest if
tem and National Lead.
most unlikely source:
client sug
As with its closely related cousin,
gested it.
executive recruiting, the mechanics
Hilton, after a varied background
of the Corporate Diversification
Imperial Tobacco asked New
in advertising, had settled down
program are as interesting as any
into a comfortable routine publish
Product Newsletter for help
thing else about it. The clients
ing a periodical called New Prod
who retain the firm—for contracts
uct Newsletter, a sort of amalga
—and a flourishing business
are always on a retainer basismation of all kinds of new product
do not present too much of a prob
was born—a business that has
information on all kinds of prod
lem, any more than Imperial To
ucts.
burgeoned with the general
bacco did four years ago when the
Apparently, one of New Prod
plan first started. But how are the
uct Newsletters most devoted
economic downturn . . .
prospective acquisitions located?
readers was an official of Canadas
Imperial Tobacco Company in
Montreal. Imperial Tobacco, Can
Ads, publications used
ada’s largest tobacco distributor,
variety of methods have
had seen the handwriting on the
proved productive. New Product
wall in the U.S. Surgeon General’s
Newsletter is still published and
report on smoking and lung cancer
that supplies some leads. Consult
just as clearly as had the tobacco
ants are checked very carefully.
companies in this country. Diversi
Several national consulting firms
fication seemed called for. But
cross-check their offices periodi
where? There was plenty of capital
cally to see which clients in which
to buy other companies and inter
cities want to get rid of a division
ests, but which ones?
or even a subsidiary company.
Imperial Tobacco asked New
Those firms which have set up
Product Newsletter for help—and
good working relationships with
a flourishing business was bom—a
Corporate
Diversification will let it
business that has burgeoned with
know
what
’s available. Corporate
the general economic downturn as
Diversification
is on retainer to the
overextended companies seek to
prospective
purchaser;
the consult
get rid of their marginal units and
ing
firm
usually
has
a
fee
arrange
still prosperous companies look for
ment with the prospective seller,
good acquisitions.
so no conflict of interest arises.
All fees are paid by the company
Then, too, more conventional ar
looking for acquisitions. Corporate
rangements are being used. The
Diversification merely relays names
September-October, 1970
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firm advertises
in Systems,
Fortune and
and Controls,
The
Management Services: A Magazine
of Planning,
Vol.
7 [1970],
No. 5, Art.
12 a concern
terest
in exactly
such
Wall Street Journal for those who
and companies, moreover, that will
want to sell
well as those who
pay hard cash for the acquisition,
want to buy. Word of mouth has
a very important advantage to
done a lot to make the firm’s name
many sellers who don’t want to get
known. And just this year, a new
involved in stock of another com
publication, The Spin-off, was
pany.
launched. The Spin-Off lists spin
client on retainer usually spe
offs that have been offered but don’t
cifies three fields of interest. A drug
meet any of Corporate Diversifica
client, for example, may be inter
tion’s clients’ needs. "Spin-Offs
ested in any available purchase in
Sought” is a listing of companies
medical textiles, veterinary prod
looking for good properties in spe
ucts, or electronic diagnostic aids.
cific fields. “Licensing Opportuni
ties” is a listing of companies that
“There is no ceiling"
are willing to lease their rights to
other American concerns or, more
The Spin-Off is actually a device
often, foreign concerns that don’t
to create more clients, either for
have the organization to manufac
one acquisition or on a retainer
ture and distribute in this country.
basis. It is circulated gratuitously
These offers are all, of course, only
to some accounting firms, all major
representative of the services Cor
banks with merger and acquisition
porate Diversification offers its cli
activities, several management con
Two prospects that didn’t go
ents.
sultants, and a personal mailing
For example, in licensing op
list of about 3,500. One or two ex
into The Spin-Off were a
portunities, two prospects that
cerpts from it will give its flavor.
didn
’
t
go
into
The
Spin-Off
were
a
From “Spin-Offs Offered”:
machine to allow
machine to allow hypertension
A national listed company is
hypertension victims to take
victims to take their own blood
interested in spinning off a
pressure—a French patent—and a
division engaged in sheet
their own blood pressure—a
cryogenic surgical instrument—a
metal operations located in the
Russian patent. Both of these pros
East. Products produced by
French patent—and a
pects went directly to the faithful
the division consist of prefab
cryogenic surgical
drug products client to whom Cor
ricated metal building units,
porate Diversification refers as
louvers, skylights, roof venti
instrument—a Russian
many as 20 prospects a month.
lators made mainly of alumi
Such
recommendations
—
or
relays
num and fastened by welding,
patent.
of information—obviously can’t dis
corner braces or rivets. Cur
guise the company or division be
rent backlog is about $800,000;
ing offered for sale against a really
projected 1970 sales are $1.3
careful search by the prospective
million. No real estate is in
purchaser. After all, if a division is
volved. Ref. #SP 166.
located in a fairly remote town,
From “Spin-Offs Sought”:
making a fairly exotic product, and
A listed company with sub
doing so much volume per year, it
stantial cash resources is seek
doesn’t take particularly astute
ing to acquire spin-offs in the
detective work to learn its name.
consumer packaged goods field
But if the prospective purchaser is
(foods, drugs, cosmetics, toi
really interested, he’s not going to
letries, household specialties,
broadcast the fact that Division A
etc.) that lend themselves to
of Company ABC is in trouble: he’s
heavy advertising expenditures
too apt to lose the purchase to a
and mass distribution via su
competitor.
permarkets, drug chains, vari
Moreover, the parent of the divi
ety and department stores, etc.
sion being sold has the advantage
Minimum size operation that
of knowing that pertinent informa
will be considered is $20 mil
tion about his soon-to-be lost divi
lion present annual sales and
sion is going only to companies
there is no ceiling. Ref. #SP
that have already expressed an in
177.
Management Services
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A PORTRAIT: JOSEPH PELEJ
A Management Services Staff Article

"We used to consider our
selves wild-eyed prophets
when we would say that someday,
because of their unique situation in
the auditing of corporations, CPAs
and accounting firms would be
come one of the most influential
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advisors in general management
and that management services
would come to play a major role
in the public accounting profes
sion ”
The speaker is Joseph Pelej, re
tired partner of Price Waterhouse

& Co. and “founder” and for many
years in charge of that firm’s Man
agement Advisory Services De
partment. Joseph Pelej established
the first “formal” management ad
visory services department in that
some 25 years ago.
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“Actually,” he says, “manage
stock clerk kept the stock and re
Management Services: A Magazine
Planning,
Systems,
Controls, Vol.
7 [1970],
No. had
5, Art.him
12 transferred
mentofservices
have
been and
a natural
lated
records,
extension of the basic accounting
to the accounts receivable depart
and tax practices of almost all ac
ment, where he first heard about
counting firms. Unquestionably all
CPAs and that CPAs might per
the significant CPA organizations
haps eventually earn as much as

and practitioners were in the ‘old
$100 a week. He took a corres
days’ called on from time to time
pondence course, met some actual
by their clients for help and ad
auditors, and, spurred by this vis
vice, not only in financial areas but
ion of untold riches, he quit his job
also in areas of planning and con
to find an accounting firm that
would hire him.
trol and then increasingly in mat
ters of management and adminis
tration generally.

A few months’ work

Origins of management services
“When I first came on the scene,
though, in the early 1920s, the
management services concept as
we know it today and the so-called
Recruiting was no problem to
‘business approach’ to auditing
accounting firms in those
had not been explicitly formulated.
It seems to me that this approach
days. Serving clients whose
and the consequent full-scale entry
needs for accounting services
into management services by CPAs
did not really begin until the up
were mainly cresting at the
 heaval of World War II. This at
least was my own experience.”
end of the year, most firms

hired staff on a journeyman
basis, using these men for the

few months they needed
them, then letting them go

until the next pressing

period arose . . .

Born in Vienna
Pelej came to this country in
1923 from Vienna, where he was
born. He had a degree from the
University of Vienna’s College of
International Commerce and had
served in the Austrian Army as a
second lieutenant in World War I.
Not surprisingly, in the U.S. in Chi
cago, where he had settled, job
offers for a young foreigner were
not too plentiful in those days. One
day, passing the entrance to the
building of a company near the
Loop, he noticed a sign which in
dicated that the company was en
gaged in import-export operations.
With his background abroad, Pelej
thought, “This must be for me.” The
company turned out to be a man
ufacturer of shirts and underwear;
and, happy to accept a job at
$20.00 a week, Pelej began his
career unloading stock from the
company’s factory trucks and keep
ing stock records. Later, his super
visor, impressed with the accuracy
and neatness with which the young
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Recruiting was no problem to ac
counting firms in those days. On
the contrary. Serving clients whose
needs for accounting services were
mainly cresting at the end of the
year, most firms hired staff on a
journeyman basis, using these men
for the few months they needed
them, then letting them go until
the next pressing period arose.
Pelej hit the firms at the wrong
time. When he reached the Price
Waterhouse offices in Chicago (he
had been applying to firms in an
alphabetical order), he was lucky
enough to gain access to Harold
Dold, the office manager, and,
learning that Price Waterhouse had
many foreign clients, he stressed
his background and facility in a
number of languages. Dold agreed
to hire him, but added the custo
mary warning that he would prob
ably be let go in a few months
when the slack season came.
He left thirty-five years later as
a partner.

Expansion during war
“The story of the rise of man
agement services in the accounting
profession,” Pelej says, “really be
gins with World War II, although
a number of accounting firms had
become actively interested in the
possibilities in this area long be
fore. However, the tremendous
demands made on industry in con
verting to war production, expand
ing, and meeting incredible sched
ules, shook our economy to its
foundations, and industry needed
all the management help available

Management Services
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from wherever :itManagement
could get it.Services,
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in the accounting profession were
plunged into these problems.”
One of Pelej’s major assignments
during the war years was to see
what was wrong with a manufac
turer of ammunition. There was
one important difficulty in its oper
ations—it wasn’t producing ammu
nition in quantities sufficient to sat
isfy its contract requirements with
the Government. The chaos—not
uncommon in these drastic change
overs—was appalling. “However,
with the admirable support of our
client’s management,” Pelej recalls,
“we straightened out the organiza
tion and operations so that the am
munition was rolling off the pro
duction lines in highly satisfactory
quality and quantity. To my knowl
Joseph Pelej,
edge, one of my assistants and I
at his home.
were the only professional account
ants—the award was usually re
stricted to actual production work
ers—to receive, at management’s
a pioneer in this field. He was
seph Pelej owns a valuable and ex
insistence, the Army-Navy E Award
the first chairman of the committee
tensive collection of sheet music,
pins. Most accounting firms were
on electronic accounting of the
including string quartets, piano
brought into this kind of manage
AICPA. He served as a delegate
quartets, and four-hand piano ar
ment assistance to help clients dur
to the 7th International Accounting
rangements of practically all the
ing the war. And just as the war
Congress
in
Amsterdam,
where
he
symphonies and concertos of the
changed and enlarged manage
delivered
an
address
on
“
Budget
great masters from Haydn to Mah
ment’s views of its role and
pos
ing
and
the
Corresponding
Mod
ler.
Mr. Pelej has represented his
sibilities, so these demands changed
ernization
of
Accounting.
”
Through
home
township on the Child Guid
our profession’s view to the need
out his career, Pelej was in great
ance Clinic of the Oranges, Maple
to serve management more broadly.
wood, and Millburn and on the
demand as a speaker on profes
Municipality Advisory Board to the
sional subjects, and copies of his
Growth of systems group
Essex County Youth and Rehabili
speeches and articles have ap
tation Board. He is also the first
peared in a number of professional
“Today, of course, management
chairman of the Lay Board
publications. He has been one
advisory services form a vital and
Trustees of Delbarton School, a
those who throughout his career
growing segment of our practice. I
college preparatory school for boys
has championed the broad business
was delegated to organize what
in Morristown, New Jersey, founder
approach to auditing and the role
was first known as a Systems De
of the Choral Society, and a lector,
of the CPA as a business advisor.
partment at Price Waterhouse in
or reader, in his church.
Mr. Pelej retired from Price
1946 with a small initial group re
Waterhouse in 1960. He has re
cruited from the accounting staff.
mained
active in civic affairs and
This department is now known as
Sees growing future
has
intensified
his lifelong interest
the Management Advisory Services
in music, an interest that goes back
“Having been in at the beginning
Department, the counterpart
to
his youth in Vienna, where at
of the rise of management services
such groups in other accounting
16 he organized a small chamber
in our field,” Joseph Pelej con
firms, and today it has hundreds of
music ensemble, which he con
cluded, “I think I have had some
generalists and specialists in such
ducted. His favorite pastimes were
of the headaches but also a good
areas as general and financial man
piano duets with his late brother
share of the excitement and satis
agement, industrial engineering,
and playing the viola in a string
faction of helping further the rise
marketing, electronic data process
quartet. He was on the list of sub
of our CPA profession in an area
ing, personnel and executive re
stitutes for members of the Vienna
that is becoming more and more
cruitment, and many others.”
Joseph Pelej as a CPA has been
Symphony Orchestra. Today, Jo
a significant part of its future.”
September-October, 1970
Published by eGrove, 1970
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what people are writing about

BOOKS

The Impact of Computers on Or
ganizations by Thomas L. Whis
ler, Praeger Publishers, New York,
1969, 188 pages, $11.
In what appears to be the most
thorough study
far of the effect
of electronic data processing on
corporate organization structure
and job content, Professor Whisler
analyzes the changes brought
about by the computer in a group
of large life insurance companies.
He finds that some interesting
trends are developing.

The electronic computer’s prog
ress as a tool of management has
been accompanied by sweeping
forecasts of the impact it would
have on workers and management.
Among the most frequently pre
dicted effects: complete routiniza
tion of lower-level jobs, increased
centralization of authority, and the
virtual elimination of middle man
agement.
None of these things has hap
pened yet, nor has any previous
study succeeded in establishing
that they are about to happen.
Professor Whisler, however, has
come up with some concrete evi
dence, based on the experience of
the life insurance industry, that



In order assure comprehensive coverage of magazine
articles dealing with management subjects, Management
Services has arranged with fifteen universities offering the
Ph.D. degree
accounting
have leading magazines in
the field reviewed on a continuing basis by Ph.D. candi
dates under the guidance of the educators listed, who
serve as the review board for this department of Manage
ment Services. Unsigned reviews have been written by
members of the magazine’s staff.

these forecasts, while not neces
sarily completely accurate, are
more than idle headline hunting.
Earlier studies of the effect of
the computer on organizations fol
lowed one of three patterns: in
depth case studies of one or two
companies, in-depth analyses of
specific departments in several
companies, or broad surveys of a
large number of companies. In Pro
fessor Whisler’s study the research
followed the in-depth case-study
pattern but was company-wide in
a sizable group of companies (19,
with occasional additions for pur
poses of comparison). The aim
was to obtain both breadth and
depth.

REVIEW EDITORS

Jim G. Ashburne, The University of Texas, Austin
Thomas J. Burns, The Ohio State University, Columbus
Leonard A. Doyle, University of California, Berkeley
Ernest I. Hanson, University of Wisconsin, Madison

Dale S. Harwood, Jr., University of Oregon, Eugene
Walter B. Meigs, University of Southern California, Los
Angeles
Hugo
urnberg, Michigan State University, East
Lansing
John H. Myers, Indiana University, Bloomington
arl L. Nelson, Columbia University, New York
James W. Pattillo, Louisiana State University, Baton
Rouge
George Prater, University of Washington, Seattle
Lawrence Revsine, University of Illinois,
Michael Schiff, New York University, New York
Willard E. Stone, University of Florida, Gainesville
Rufus Wixon, University of Pennsylvania, Philadelphia
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The research was: Management
actually conServices,

Dynamics by Jay W. For
susVol.
decentralization
remains open, Urbanissue]
rester, The M. I. T. Press, Massa
according the author. The effects
ducted by executives of the com
panies themselves, all of which
were large life insurance compa
nies. Limiting the sample to a
single industry ensured compara
to
bility of the results; whether the
findings are truly relevant for
other industries is an issue, the
author concedes, on which “the
reader will have to make up his
own mind.” The companies were
not in any way a cross-section of
the life insurance industry; they
were picked because of their ex
perience with computers, in some
cases going back to the early
1950’s. Thus, they represent the
probable trend of the future rather
than the pattern of the present.

Preconceptions supported
The future trend, of course, was
precisely what Professor Whisler
was trying to establish. His conclu
sions for the most part agree with
his own preconceptions—but most
of them do seem to have a solid
basis in present fact.
So far, Professor Whisler reports,
employment effects have been con
centrated at the clerical level,
where employment has declined;
this trend, he forecasts, will con
tinue. There have been employ
ment changes at the supervisory
level, but they are mixed; some
companies have fewer supervisors;
some have more. The number of
managers has not yet been affected.
Ultimately,
Professor
Whisler
thinks, as companies complete their
information systems, fewer super
visors will be needed and possibly
fewer managers (at least line man
agers) as well.

Clerical jobs routinized
In terms of job content, the au
thor says, clerical jobs have be
come more routine and supervisory
jobs more complex. Managerial
jobs, not yet greatly affected, will
develop a higher and higher “re
search” content, Professor Whisler
thinks.
The issue of centralization ver

September-October, 1970
Published by eGrove, 1970

so far have been mixed, and the
computer itself has the potential
for use either way. Professor Whis
ler feels, however, that manage
ment’s natural bent is toward
centralization, that companies have
decentralized because they had to,
not because top managers really
wanted to share power, and there
fore that in most cases the locus
of decision making will move up
ward in the organization.
The nature of business decision
making, however, is changing with
the computer, and standard organi
zational thinking and terminology
may cease to apply. As more spe
cialists (especially computer men,
operations researchers, and finan
cial people) intervene in decisions,
the old distinctions between line
and staff are blurring. Many of the
insurance companies are abandon
ing profit-center management to
return to the old functional organi
zational structure, which requires
fewer line executives and often
tends to increase the influence of
staff executives.

Pyramid may go
In the future, Professor Whisler
predicts, the “traditional line-andstaff corporate structure will lose
much of its rigidity and may evolve
into a much more free-wheeling
form.” The pyramid structure may
be replaced by a sort of project
management, in which responsibili
ties are fixed only at the top of
the organization.
This is a provocative and impor
tant book. Although some of the
author’s specific predictions may
be open to challenge, it is impos
sible to quarrel with Professor
Whisler’s ultimate conclusion:
“. . . top-level management faces
an imminent and critical problem
in dealing with adaptation to the
organizational changes that infor
mation technology is generating
. . . managers [must] take seriously
the probability that they them
selves will be caught up in the
process of change.”

chusetts Institute of Technology,
Cambridge, Massachusetts, and
London, England, 1969, 285 pages,
$12.50.
Construction of low-cost hous
ing, job training programs, and
state and federal subsidies will not
solve the problems of American
cities; in fact, over the long run
they may do more harm than good.
Professor Forrester reached these
controversial conclusions by simu
lating the dynamics of urban de
velopment on a computer-based
model of a hypothetical city. The
model and the simulation are de
scribed in this book.

In this book Professor Forrester
applies the technique he used to
call industrial dynamics to the
analysis of urban problems. The
results are startling—and highly
controversial. However, as the au
thor emphasizes, the significance of
the work lies not in the details and
findings of the model (which may
or may not be valid) but in the
methodology.
An electrical engineer who
helped to design early computers
and the SAGE air defense system,
Professor Forrester developed his
theory of industrial dynamics as an
outgrowth of computer feedback
theory. (Industrial dynamics was
discussed in detail in an early
issue of Management Services;
see “Industrial Dynamics” by
Bruce Carlson, May-June ’64, p.
32.)

Feedback systems
In industrial dynamics, says Pro
fessor Forrester, “systems are seen
as feedback processes having a spe
cific and orderly structure. From
the structure of the particular
system arises its dynamic behavior.
The industrial dynamics approach
to a social system organizes the
growth and goal-seeking processes
of the system into a computer
model.
digital computer is then
used to simulate the behavior of
53
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12is relatively
ing combined
with
incentives
to
the system Management
... By changing
the
search.
(Fortunately
guiding policies within the system,
encourage development of new in
easy to read; the mathematical
dustry.
one can see how the behavior of
analysis is relegated to the appen
Reportedly, Minneapolis and
the actual system might be modi
dix, which, incidentally, takes up
fied.”
Dallas are planning to apply Pro
nearly half the volume.) This
fessor Forrester’s recommendations.
From industrial organizations
work may point the way toward
Their action may, indeed, be pre
Professor Forrester has moved on
a much more rational approach to
mature. The validity of this book’s
to cities, and in this book he de
the problems of poverty and urban
conclusions rests directly on the
scribes just such a simulation of
blight.
validity of the model, which in
an urban area from birth to decay
—a period of some 250 years.
turn depends on the validity of the
assumptions built into it, both as
Business Decisions and Techno
to which are the relevant factors
Urban model
in urban development and
to
logical Change by John Diebold,
how they actually interact.
Praeger Publishers, New York,
In the model the key influences
1970, 268 pages, $10.
that determine growth and stagna
tion were assumed to be changes
Source of assumptions
This collection of speeches and
in population, housing, and indus
Professor Forrester himself is no
articles by one of the best-known
try. These variables were divided
expert on cities although he is ac
publicists of the electronic com
into three kinds of workers: man
complished in operations research
puter concentrates on reviews and
agerial-professional people, labor
techniques. His assumptions about
forecasts of EDP’s impact on spe
ers, and underemployed; three
the way industry, housing, and
cific industries.
types of industry: new enterprise,
employment behave in cities come
mature business, and declining in
from “the insights of those who
Here is yet another compilation
dustry; and three types of hous
know
the
urban
scene
firsthand,
of
selections from the writings
ing: premium housing, worker
from
my
own
reading
in
the
pub
John
Diebold, a prolific “prophet”
housing, and underemployed hous
lic
and
business
press,
and
from
...
of the computer industry. It hangs
ing. The interactions among these
literature on the dynamics of so
together somewhat better than
variables in a closed-loop feedback
cial systems.”
most of them, perhaps because the
system were examined over the life
It would obviously be rash in
thesis of the book is so broad it
cycle of the city. Then various gov
the extreme to throw out every
could encompass almost anything.
ernmental policies were tested to
thing we have been doing to re
That thesis, briefly summarized,
see whether problems of maturity
lieve poverty just because of the
is as follows: Technological change
and stagnation could be corrected.
findings of the first attempt to
affects business in three ways. It
apply simulation to the urban
changes how business operates. It
Conventional solutions jailed
scene. This model is important be
changes what business does (prod
cause
it
is
a
pioneering
effort,
but
ucts). And it changes society, thus
Some of the fundings were sur
that
very
fact
makes
the
model
creating new business opportuni
prising. Construction of low-rent
almost certain to be imperfect.
ties. To adapt to new technology
housing, for example, did not solve
(computers, in this case) business
the city’s problems but instead
needs new methodologies for ap
compounded them (in the model)
Method not policy
plying information systems and for
by increasing the inward flow of
Professor Forrester himself warns
judging their real cost-effectiveness.
the poor and thus making slum
against taking his results and act
To measure computer cost-effec
congestion even worse. Training
ing
on
them
“
without
further
ex
tiveness,
Mr. Diebold suggests,
programs to upgrade the skills of
amination
of
the
underlying
as
business
should
not start with the
the underemployed produced simi
sumptions
.
.
.
the
pertinence
of
the
costs
of
processing
data but with
lar results over the long run (after
model
.
.
.
[should
first
be]
evalu
measures
of
data
’
s
value,
the gains
ten years or so). Job creation
ated
against
the
requirements
derived
from
the
use
of
the
infor
(through a WPA-like program)
the
particular
situation
.
.
.
this
mation.
“
The
need
is
to
evaluate
and subsidies from the state and
book is presented as a method of
not only cost-displacement savings
Federal governments worked out
analysis
rather
than
policy
within data processing itself or
the same way; they attracted more
recommendations.
”
even operations gains, such as from
low-skilled workers to the area and
The
method
is
well
worth
fur
reduced
inventory and faster pro
thus eventually depressed the city
ther
development,
and
this
is
a
duction,
but
the until-now ‘intangi
even more.
book
that
should
be
read
by
every
ble
’
benefits
residing in improved
The only policy that helped the
one
interested
in
urban
affairs,
ur
customer
service,
corporate plan
city to revive in the model was the
ning,
and
forecasting.
”
ban industry, or operations re
gradual demolition of slum hous
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Prof.
Norton
Bedford of the
participants
varied background.
The idea of stressing
value
University
of
Illinois
summed it all
The
results
are
worthwhile
for
rather than cost in computer evalu
up,
“
Overall,
we
are
led
by the dis
several reasons. The case studies
ation is a provocative one. Un
cussion at the symposium to be
are inherently interesting, as case
fortunately, Mr. Diebold has very
lieve the use of accounting data in
studies always are, no matter what
little to say about how it could
performance evaluation is effective,
the subject. The critiques are sharp
be done.
but we do not know exactly what
and
pointed,
partly
because
they
Actually,
however,
the
heart
of
M.
behavior the accounting data influ
were prepared in advance and the
this book is the so-called case
ence or precisely how that behavior
authors had copies of the papers
studies of the use of the computer
is induced by accounting data.”
on which they were commenting.
in particular industries. Few of
Both comments are valid but too
The
discussion
is
tightly
edited
and
them are actually case studies in
harsh.
So little is known about this
to
the
point.
the sense of an examination of past
subject
that every scrap of infor
experience with a particular prob
mation has some value, and this
lem. The closest approach to a gen
Case studies
book is full of ideas, at least, even
uine case study is probably the
though it lacks any definitive con
chapter on the petroleum industry,
In the case studies the emphasis
clusions.
a leader in EDP. The machine tool
is more on how performance is
industry chapter is critical of past
evaluated than on the behavioral
aspects of the process—but that is
practices, but Mr. Diebold finds
Briefly listed
this industry remiss in applying all
interesting in itself. Two exceptions
were the paper presented by ex
technology, not just computers.
Information for Decision
ecutives of the R. G. Barry Cor
The other “case studies,” on rail
Quantitative and Behavioral Di
roads, banking, newspapers, for
poration, which is working on a
mensions edited by Alfred Rappa
eign affairs, and urban govern
novel system of “human resource
port, Prentice-Hall, Inc., Engle
ment, concentrate more on what
accounting,” and the conclusions
wood Cliffs, New Jersey, 1970, 447
should happen in the future than
of Carl
Schwan, Jr., director of
pages, $7.95.
on what has already happened.
financial planning of Industrial Nu
Apart from the industry analyses,
cleonics Corporation, who found,
This anthology of more than thirty
there is little in this book that has
for example, that “In cases where
articles by nearly fifty authors on
not been said many times before,
the organizational structure corre
various aspects of management sci
by Mr. Diebold himself as well as
sponds identically with the finan
ence, accounting, and behavioral
by others. Those interested in the
cial reporting structure, managers
science has
its objective to re
industries he discusses may find
tend to be profit-conscious. In
late “advances in the management
the book worthwhile.
cases where the organizational
sciences, including the behavioral
structure varies from the financial
sciences, to the task of effectively
reporting structure, profit reports
designing and using decision-ori
are generally ignored and manag
ented information systems.” Four
ers become almost completely
of the articles originally appeared
The Behavioral Aspects of Ac
budget-oriented.”
in Management Services.
counting Data for Performance
Evaluation, edited by Thomas J.
A Management Guide to PERT/
urns, Monograph Number AA4,
Nothing proved
CPM by Jerome D. Wiest and
College of Administrative Science,
Ferdinand K. Levy, Prentice-Hall,
As
the
critics
were
not
slow
to
The Ohio State University, Colum
Inc., Englewood Cliffs, New Jersey,
point
out,
the
case
studies
prove
bus, Ohio 43210, 1970, 347 pages,
1969, 170 pages, $4.95 (paper
nothing
in
particular.
Said
Prof.
$8.50 (paperbound).
Andrew C. Stedry of the Univer
bound).
sity of Texas, “. . . the problems
This report of a symposium is in
This is an attempt to provide a
presented by the authors have been
teresting even though it is as in
small guide to PERT/CPM sched
well known to researchers for some
conclusive as symposia always are.
uling and control methods that is
time. The solutions proposed are
compact but complete in its cover
neither unique nor new. It is not
This monograph is the proceed
age. The emphasis is on the basic
shown that the fact that the com
ings of an accounting symposium
ideas; more advanced methods are
panies involved have achieved
held at Ohio State University in
discussed in appendixes. Exercises
more than average success is in
the fall of 1968. It consists of case
are included for practice.
any way related to the techniques
study-type papers presented by ex
used. The papers thus stand
an
ecutives of six companies, critiques
Emerging Concepts in Manage
enumeration of techniques which
of these papers by six professors
ment: Process, Behavioral, Quan
are being tried without obvious
of accounting or behavioral sci
titative, and Systems by Max S.
deleterious effects.”
ence, and general discussion by
September-October, 1970
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Wortman and
Fred Luthans
ternational
Computer
Programs,
was
limitedNo.
that
virtually
all of
The Macmillan Company, New
Inc., 2511 East 46 Street,
In
its capabilities were required merely
York, 1969, 462 pages, $5.95 (pa
dianapolis, Indiana 46205, 1970, 65
to record and process data, to pro
perbound ).
pages, $4.50 (paperbound), bulk
duce documents, and to make ele
rates available.
mentary summaries of results. The
This anthology consists of 46 ar
situation changed somewhat, how
ticles on management theory,
This booklet, based on the trans
ever, when second generation
management’s social and ethical
cript of a customer seminar con
equipment came on the scene. Sys
responsibilities, and four major ap
ducted by a software company,
tems designers decided that the
proaches to management: the proc
covers the present status of the
greatest promise lay with greater
ess approach (planning, organiz
software industry, guidelines for
integration; therefore, they devel
ing, directing, and controlling), the
evaluating a software package, and
oped systems that incorporated
behavioral approach, the quantita
the accounting, tax, and legal im
both horizontal and vertical inte
tive approach, and the systems
plications. There is a four-page
gration concepts. Although MIS
approach.
checklist for software purchasing.
systems of the second generation
were only partially successful, they
did result in more sophisticated
Business and Government Long
systems
for planning and control.
MAGAZINES
Range Planning: Impacts, Prob
The
arrival
of third generation
lems, Opportunities (Proceedings
computer
equipment
caused many
of the Eleventh Annual Symposium
Management
Information
Systems:
companies
to
view
their
MIS not
on Planning of The Institute
Status
Report
on
the
Concept
just
or
even
primarily
consisting
Management Sciences) edited by
and
Implementation by Arthur
of the integration of systems but
Hasan Ozbekhan and Gene E.
B.
T
,
J
r., The Price Waterhouse
in
broader terms—
concerned
Talbert, The Institute of Manage
Review,
Spring,
1970.
with
the
production,
delivery,
and
ment Sciences, P.
Box 6112,
content
of
information.
Answers
Providence, Rhode Island 02904,
The term “Management Infor
derived from evaluating their sys
265 pages, $5 (paperbound).
mation System” appeared on the
tems from the standpoint of infor
American scene in the late 1950’s.
mation for management were often
Topics include national planning,
It
has
since
become
a
part
of
the
different from answers obtained
corporate planning, planning in un
language
of
all
who
are
concerned
when
judging these same systems
derdeveloped countries, industry
with
the
development
and
use
of
in
terms
of data processing, docu
government relationships, and the
information
for
managing
business
ment
preparation,
and lower-level
global implications of it
A ver
and
nonprofit
entities.
As
the
au
reporting.
batim transcript, this book lacks
thor points out, however, coining a
Although third generation MIS
focus and specificity, but some in
term
and
fully
implementing
a
has
tremendous possibilities, most
teresting ideas are expressed along
concept
are
two
entirely
different
experts
believe that MIS should be
the way.
things.
handled with care and used selec
tively. Not every business nor all
Profile of Data Processing in the
of any business’s needs can benefit
A “Management Information Sys
Federal Government—1970, AIDS
from a full-fledged MIS any more
tem” (MIS) is an advanced elec
Division, Deland Associated Indus
than all could profit from any prior
tronic computer system designed
tries, 328 Pennsylvania Avenue
form of mechanization or any prior
for producing and delivering infor
S.E., Washington, D.C. 20003,
systems concept. The greatest bene
mation that will support manage
1970, 600 pages, $35.
fits from MIS may well be those
ment in the process of planning,
that result from better decisions,
directing, and controlling an entity.
This reference book identifies the
more effective resource utilization,
The MIS systems discussed in the
2,433 ADP units operating within
more effective manufacturing, etc.
article can be said to be computerthe Federal Government by agency,
based, integrated, accessible, and
organization, and activity. For
timely and/or interactive as well as
MIS options
each unit it gives a current and
important to the essential functions
projected equipment inventory and
According to the author, there
of management.
1968, 1969, and projected 1970
are four major options available for
budget
information,
including
plotting a future in computer sys
Computer generations
equipment, supply, and service
tems. The first option clearly is to
costs.
do nothing at all—either because
MIS may be viewed in terms of
other systems work or because
the three generations of computer
other uses of corporate funds can
equipment. In the days of first gen
How to Buy Proprietary Software
claim a higher priority. The second
eration
computers,
the
equipment
Products edited by L. Welke, In
Management Services
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There has been an unfortunate
reservation systems, the stock quo
option is to use the new computer
absence of research on marketing
tation systems, the freight car sys
technology, the new software, and
costs since World War II. Regu
tems, and some of the military/
the new ideas selectively, only for
larly published national income
facilitating data processing or for
space systems.
accounting data are suggested by
accomplishing other legitimate pur
the author
a source of estimates
poses without changing the system
Management
MIS
into one that could properly be
of marketing costs.
called an MIS.
As the author sees it, there is lit
tle point in designing systems to
Value added
produce and deliver information
Simplest MIS
National income accounting sta
unless one can and does properly
The third option, which is the
tistics reflect the value added by
specify its contents. Although spe
first of the true MIS options, can
each sector of the economy. Value
cifying and then creating informa
be described
the “remote/batch”
added by the trade sector is re
tion that will fully meet the needs
or “access only” system. It is the
garded as equivalent to distribu
of management is an amazingly
simplest, surest, least costly way of
tive trade cost. The distributive
complex job, much progress has
getting people used to MIS that
trade cost ratio expresses the rela
been made over a long period of
one can find. It is all of these
time in helping to move informa
tionship between the value of work
things primarily because it deals
performed by that sector and the
tion from low-level summarization
with entry and/or delivery only—
total value added to goods that
to measurement and control to fore
with the on line acceptance of new
casting and planning and to the
pass through the trade sector. The
data, with the off line or batch
plane of simulation. The MIS spe
author uses the factor cost of the
processing of that data, and then
cialists should proceed jointly and
trade sector, derived either by add
with the on line delivery of infor
in parallel, therefore, to improve
ing capital consumption to the
mation, stored in accessible data
both the systems and their informa
national income for this sector or
banks brought up to date peri
by subtracting indirect taxes from
tion content.
odically to reflect the results of in
In conclusion, the author states
gross national product for this sec
formation produced by the off line
that the successful MIS will not
tor,
the numerator of the dis
systems. Much of the information
count solely on user interaction
tributive trade cost ratio. The
required by the middle manage
with the predigested, preselected
denominator of this ratio is the fac
ment of a corporation, and un
material which we now strive so
tor cost of the total economy less
doubtedly much of the information
diligently to put into useful man
service and finance sector factor
required by its top management,
agement reports but also on user
cost, less government salaries and
fall within an operational time span
interaction with files of electronic
military purchases, plus the differ
that coincides with what an “access
data to which the executive will
ence between net and total exports.
only” system can easily provide.
have access. Thus, the most excit
The trade sector data of national
ing thing about MIS is the freedom
income accounting exclude manu
provided
executives
to
extract,
to
facturers
’ sales offices and branches.
Full-fledged system
rearrange, to analyze, to compare
Distributive cost ratios are
The fourth option would extend
relevant and accessible data—to
shown to have increased steadily
MIS to a full-fledged system in
search for significant trends that
from the Depression to the peak
which the fast entry and delivery
will provide a basis for understand
of World War II. Immediately
of information are coupled with
ing things past and forecasting,
after the war there was a sharp
its on line production. It would
planning, and simulating things
drop to a level approximating that
use third generation concepts, tech
future.
of the years immediately preceding
niques, and equipment to improve
Grover L. Porter
World War II—still above the 1929the speed and accuracy with which
Louisiana State University
33 period.
data are recorded, transmitted, and
processed so as to provide a marked
Growth of wholesale sector
difference in the timeliness of the
National Income Accounting and
information the system contains. Al
Changes in the gross margin per
Distributive Trade Cost by Louis
though this option can obviously
centage of the trade industries re
P. ucklin, Journal of Marketing,
be much more complicated, risky,
sult in parallel shifts in the dis
April, 1970.
and costly than the one that deals
tributive trade cost ratio. The list
only with accessibility, there is
Surprising change within the
of factors affecting trade margins
much evidence that this concept
marketing system is shown by the
includes competition, product
can be and is being usefully ap
use of national income accounting
and changes in productivity, all of
plied. The best known on line sys
to measure the costs of distributive
which are discussed by the author.
tems include the airline and hotel
trade (wholesaling and retailing').
The distributive trade cost ratio is
September-October, 1970
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also changed by a shift in the rela
ment services program and cites
not to be afraid of making mis
tive importance of wholesaling and
some typical management services
takes; nothing is accomplished that
retailing. The wholesale sector has
that he himself rendered during a
is not attempted.
enjoyed increased margins as well
recent month.
as an increased role in the distribu
Communication still sought
 a
tion of goods, and the result is
The term “management services”
magnified wholesale component of
is defined by Mr. Quackenbush as
Mr. Quackenbush states that
trade.
the carrying out of any manage
communication is one of the most
ment function that management,
essential needs of the business and
despite its abilities in many vital
professional
community; he thinks
Close approximation
areas, finds impractical to carry out
it has been and is the most soughtDr. Bucklin’s formulation of the
itself. Thus the “small” and “medi
after talent of the decade. He
ratio of distributive to total cost
um-size” CPA firms, by the very
points out that it is necessary to
results in as close an approxima
nature of their unusually close re
communicate with other people,
tion to distributive trade cost
it
lationships with their clients, have
particularly with clients and in
may be possible to obtain using
working with people, hiring them,
rendered management services for
the regularly published national in
their clients on a daily, routine
training them, and managing them.
come accounting data of the De
basis for a long time. The author
He also takes a slap at college and
partment of Commerce. His results
points out that these firms are com
university professors for being slow
reflect observable trends over the
posed of competent, intelligent,
in recognizing the communication
past four decades. He has set forth
problem in their counseling of stu
dedicated, and talented practition
a valuable tool for keeping abreast
dents in the selection of courses.
ers who are aware of change and
of current trends, although his for
the need for responsiveness to the
Mr. Quackenbush says, “The
mulation is open to changes to
business community and its in
basic requirements, then, for any
overcome bias due to the exclu
creasingly complex problems.
management services function are,
sions in the denominator.
rather than the scientific tangibles,
According to Mr. Quackenbush,
Three insights are reached in Dr.
the human intangibles, including
even though the “smaller” practi
Bucklin’s study of the relationships
common sense, confidence, motiva
tioner has been providing manage
among changes in trade cost and
tion and selection, and communica
ment services for many years and
associated measures. The data
tion and the ability to plan.” Thus
such services are nothing new to
clearly show the importance of
the “local practitioner” is at least
him, they are a relatively recent
competition in maintaining reason
on equal footing with the “larger”
specialty of the “larger” CPA firms,
able marketing costs. The data sug
CPA firms in his attempt to pro
whose practices consisted largely of
gest that much of the slightly
vide management services and may
auditing and taxes until fairly re
higher costs observed in the dis
even be in a more favorable posi
cently. Even so, the approach of
tributive trade cost sector is due
tion because of his close relation
the professional technical training
to the change in role rather than
ship with his clients.
programs has been to have the
to excessive charges or greater
“larger” firm tell the “local practi
profits. Finally, there is surprising
tioner” how to render management
Typical services
evidence of the increasing import
services. Mr. Quackenbush readily
The next section of the article is
ance of the wholesale sector rela
admits that the “larger” firms are
devoted
to specific examples of
tive to the retail sector.
more sophisticated in merchandis
typical
management
services per
Steven S. Rubinstein
ing their management services pro
formed
by
the
author
during a
University of Florida
grams, but he feels that they are
recent
month.
These
examples
not necessarily more knowledge
range from the solution of a com
able.
munication problem by the instal
lation of a two-way radio to intri
Management Service by James
Common sense needed
cate tax problems and fringe
Quackenbush, Massachusetts CPA
benefit programs for key em
Review, March-April, 1970.
To Mr. Quackenbush, the basic
ployees. As Mr. Quackenbush
requirement for any management
points out, many of the cited ex
services program is simple common
Mr. Quackenbush takes the posi
amples are related to taxes, but he
sense. He quotes scholars from sev
tion that the “small” and “medium
emphasizes that tax planning is as
eral disciplines to emphasize his
size” CPA firms have long provided
much a management function as
points in his discussion
the
management services on a profes
planning of product mix or salaries.
sionally qualified basis and will
characteristics of common sense.
Mr. Quackenbush concludes by
One of these characteristics is an
continue to do so in the future. He
quoting a remark of John Lawler
awareness of relativity. Another
also describes the basic require
in his report, “The Divided House
characteristic of common sense is
ments necessary for any manage
58
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The manager is faced with
of Accounting,” presented at a
variable components of other costs
the problem “of whether or not to
recent AICPA Council meeting:
are considered basic determinants
accept an order at a sales price
of unit cost and price in direct
“The true task is to design a so
below
cost of production.” His re
costing
because
they
vary
in
total
ciety capable of continuous change,
sponse should not necessarily be
with the volume of production.
renewal and responsiveness. I sub
negative. Instead, he should exam
The exclusion of fixed factory over
mit that the flexible ‘small’ and
ine whether the order will produce
head cost from consideration gives
‘medium-size’ CPA firm, because of
marginal income without an in
a lower per-unit cost. According to
its very smallness, is most ideally
crease in fixed costs. Even though
the author this method of costing
situated to meet this task; that it
there is a temporary increase in
has three major advantages:
is best suited to meet the new,
fixed costs, the order might still be
strange and perplexing situations
accepted if the marginal income
that will continually occur.”
Major advantages
generated will be more than the
Edward E. Milam
Maximization
of
Marginal
In
additional
fixed cost. Thus, the
Louisiana State University
guiding concept,
outlined by
come: Marginal income is the dif
this author, is that the company
ference between sales revenue and
may accept a special order for a
direct cost for the product being
product at a price below cost if
sold. This difference is treated in
The Direct-Cost Approach to
(a) the transaction will produce
direct costing as a contribution to
Setting Optimum Sales Prices
marginal income, (b) the company
fixed overhead, which, as noted
by Sam M. Woolsey, Industrial
is not prevented from manufactur
earlier, tends to remain the same
Marketing, January, 1970.
ing other articles on which a greater
during the relevant range of ac
marginal income is produced, and
tivity, and to profits. The concept
This article discusses the con
(c) acceptance of the order does
of maximizing marginal income is
cept of direct costing and how it
not
significantly change the num
the key to profitable pricing, in
can be used in unit price determi
bers
of units that can be sold at
this author’s view.
nation to generate greater marginal
the
regular
price.
Optimal Relation Between Sales
income. The author stresses the
Application of this recommended
Price and Sales Volume: If the de
importance of optimally relating
method, Mr. Woolsey asserts,
mand for a product is flexible, the
sales prices and sales volume and
should yield better profits for an
sales volume will be inversely pro
gives a few guides for using direct
enterprise.
portional to the sales price. A high
costing to set prices.
Natwar Gandhi
sales price will yield a high mar
Louisiana State University
ginal income per unit, but the vol
Full absorption cost has been
at Baton Rouge
ume of sales will be low. A low sales
the most widely used method of
price will result in a large sales
determining the cost of a manu
volume, but, Mr. Woolsey warns,
factured product. In costs it in
a high sales volume does not nec
cludes direct material, direct fac
The Executive Image: Your Chang
essarily produce the greatest in
tory labor, direct factory overhead,
ing Role in Industrial Communi
come for the company. In both
and fixed factory overhead. Pro
cations by Martin Wright, Busi
cases, total marginal income will
fessor Woolsey suggests instead the
ness Management, April, 1970; The
be small. Mr. Woolsey suggests
use of direct costing, which in
Executive Image: The Over-thethat greater marginal income will
cludes in costs only direct material,
Hill Executive by Ernest A. Mc
be achieved only when the sales
direct labor, and direct factory
Kay, Business Management, April,
overhead.
price is somewhere between these
1970; and The Executive Image:
two extremes and optimally re
The missing element in costs
Materials
Manager, The New Cor
lated to the sales volume. To achieve
under the latter method, and the
porate
Function
(no author cited),
this optimal relationship between
heart of the difference between the
Business
Management,
April, 1970.
sales price and sales volume, man
two, is fixed factory overhead. The
direct cost method classifies fixed
agement must plan and budget
This is a group of three articles
with available forecasts and esti
factory overhead (like insurance
showing specific executive roles in
mates of marginal income resulting
on a factory building, the super
the present-day corporation.
from projected sales volume in re
intendent’s salary, property taxes)
lation to various price levels, com
as sunk, “fixed, and the same in
petition, economic conditions, and
total within the relative range of
In the first article of this group
other relevant factors.
activity” and excludes it from im
the author states that this nation
Below Cost—To Sell Or Not To
mediate consideration in unit price
now faces five major problems. He
structure.
Sell: Often sales prices are not
describes how industry can play a
enough to cover the entire cost but
On the other hand, direct costs
vital role in solving these problems
like raw material, direct labor, and
just enough to cover direct costs
through effective communication.
September-October, 1970
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According toManagement
the author, Services:
the five A Magazine
sponsible citizens become involved
should have been long forgotten.
greatest problems, not necessarily
in law enforcement by serving on
The author points out that many
in order of severity, in this country
committees, working with local
times these men are still loyal to
today are race and poverty, student
governments to change methods,
the company and harbor no bitter
unrest, pollution and conservation,
and utilizing the knowledge of pro
ness. But since they have been dis
crime and crime prevention, and
fessional social scientists and others.
carded, they are merely marking
productivity. The major theme of
The author elaborates more on
time waiting for retirement.
this article is that industry must
the fifth problem, “productivity,”
now become more involved in try
than on any of the others. He rec
Shift of creativity
ing to solve these pressing prob
ognizes that this is the problem
lems. We must rely on industry be
with which men of industry are
Having lost the challenge of
cause government has failed to
most familiar.
their jobs, many such executives
solve them, the universities have
take on creative, profitable activi
lost touch with reality, and labor
ties in their spare time. They are
Communications tips
has lost its zeal. The author relates
often involved in selling real estate,
some specific examples of how com
After discussing the problems of
writing books, and actively invest
munication can help industry to
productivity, the author offers six
ing in the stock market.
solve these problems.
suggestions for developing effective
The author suggests that much
communications in solving these
of this creative energy could be put
problems. These suggestions are as
to use profitably for the company.
To combat poverty
He recommends that top manage
follows:
To combat race and poverty,
1. Listen to your employees.
ment re-evaluate these individuals
which he says are closely related,
2. Open up to employees about
to determine what potential still
the author suggests that businesses
company problems.
exists. Irrelevant mistakes of years
hire those considered unemployable
3. Consider employees just as
ago should be forgotten. Some com
and make them employable, pro
you consider yourself.
panies have found a bonanza of
ductive, and useful. He cites an
4. Tell them what is going on in
talent and experience in some of
example of a company that set new
simple language.
these previously “washed-up” ex
records of productivity by doing
5. Try something different.
ecutives. The author concludes that
this.
6. Check up to see if you are
any company making a reappraisal
The author does not consider
getting through.
may be pleasantly surprised at
student unrest to be a major prob
The author concludes that indus
what it finds.
lem. Only a small minority of stu
try and business now have the op
dents are actually involved in riot
portunity to make a significant
Materials manager
ing. Yet he acknowledges that al
contribution toward solving many
most all students do challenge the
The third article apparently was
of our serious problems. He urges
concept that material progress is a
based
on an interview with Stephen
businessmen to accept this chal
valid measure of society’s well
B. Oresman, vice president, Booz,
lenge.
being. To help win students over,
Allen, & Hamilton, Inc., a manage
the author recommends that corpo
ment consulting firm. The article
Second chance
rations communicate to students in
discusses the necessity for compa
dustry’s concern for social problems
nies to utilize a materials manager
The second article in this group
and show how it is helping to solve
for control and coordination of
on the executive image discusses
them.
their entire materials systems.
the middle-aged executive whom
This article reports that many
top management has labeled as
companies have computerized their
“unpromotable.” The author rec
Pollution problem
inventory control and production
ommends that companies look a
scheduling, believing that this
The author believes that pollu
second time at these men because
would solve many problems. How
tion may become the No. 1 prob
many still have dedication and po
ever, frequently they find that their
lem in the next ten years. He finds
tential, if given a chance.
The author’s discussion centers
problems multiply. According to
the interest and help that industry
around those corporate middle
Mr. Oresman, this happens because
has provided in combating this
inventory
and production control
management
executives
in
their
problem to be reassuring.
systems
are
closely related to other
forties
and
fifties
who
see
no
future
The author cites crime statistics
advancement within their com
functions scattered throughout a
as evidence that this is an everpany. These men have been passed
company and controlled by many
increasing problem. To combat it,
departments. To be effective, all
over for promotion, sometimes un
he feels, there must be a change
functions should be coordinated
fairly, sometimes because of a mis
in public attitude toward law en
and integrated into one smooth
take they made years ago that
forcement. He recommends that re
60
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flowing system. This system should
do not readily lend themselves to
solved with a materials manager
be built and managed by a mate
this approach, a carefully-thoughtwho has responsibility for integrat
rials manager.
out forecast involving key individ
ing inventory and production con
uals is invaluable.
trol. But he cautions that top man
The accountant’s role in the for
agement must appoint him, give
Job structure
mulation of the sales forecast has
him freedom and authority, and
The article says that the mate
left something to be desired. All
listen to him.
PIERRE L. TlTARD
rials manager should have both
too often forecasts of sales volume
factory and computer experience.
Louisiana State University
and sales expenses have been
All departments involved in mate
treated separately. It is essential for
at Baton Rouge
rials should report to him. He
the success of the sales forecast
should be responsible for systems
that cost-volume-profit analysis be
conducted in relation to market
development and operating results,
Accountants
and
Sales
Forecasters
segments,
key customers, and key
reporting directly to top manage
—
Partners
for
by
R.
W.
products. This approach inevitably
ment.
Beckman, The Australian Account
brings in the accountant. The ac
Mr. Oresman states that despite
ant, March, 1970.
countant will be required to pro
all the advantages in an integrated
vide sales people with intelligible
materials system, many companies
Coordination of all of the re
and meaningful expense and profit
have been unsuccessful in estab
sources available to management is
lishing and operating one. He be
information that can be used to
essential if the goals selected are
lieves that there are eight major
review alternative courses of action.
to be attained. Recent years have
Accountants must be made to un
reasons for this situation:
witnessed a marked increase in the
derstand what marketing people
attention devoted to marketing ac
are trying to accomplish. Then the
Causes of failure
tivities—and specifically to sales
information can be tailor made to
1. Lack of communication: Data
forecasting. The accountant’s in
fit.
processing personnel and opera
volvement in sales forecasting is of
Direct costing is an effective tool
tions men don’t speak the same
the utmost importance in the plan
for managerial planning, particu
ning and control that lead to goal
language.
larly sales planning. The whole
2. Fuzzy objectives: Company
achievement.
process is geared toward profit
goals are poorly defined.
analysis. The author suggests that
3. Weak foundations: Many sys
Sales forecasting entails much
this approach lends itself to the
tems were built on manual card
control and planning requirements
more than statistical trend analysis.
systems that never worked well.
In fact, management need not be
of sales contribution planning.
Now errors are multiplied.
controlled by past performance but
Information requirements for
4. Undisciplined clerks: Clerks
instead can deliberately plan to im
both planning and control of sales
don’t appreciate the necessity for
prove performance and determine
include (a) cost-volume-profit anal
accuracy in entering data.
the course(s) of action that will
ysis with respect to markets, mar
5. Great expectations: Many top
bring about such improvement.
ket segments, key products, and
managers expect the computer to
The first step in the process is
territories; (b) nonfinancial data
save on personnel when sometimes
for management to evaluate its
such
market share, sales cover
more people are needed.
policies, set general marketing poli
age, sales performance, selling ex
6. Sexy hardware: Data process
cies, and establish sales objectives.
pense ratios, advertising ratios,
ing people frequently urge newer,
The next stage should involve all
complaints, stockouts, and overdue
more sophisticated equipment be
of those individuals who are re
deliveries.
fore the old system has been thor
sponsible for making the forecast
In addition to the basic product
work, i.e., salesmen, supervisors,
oughly developed and tested.
and geographical analyses that
7. Underestimating complexity:
sales managers, etc. Since these in
have usually been supplied in the
Many executives don’t realize the
dividuals are deeply involved, they
past, an analysis of market seg
complexity of such a system and
will be setting currently attainable
mentation must also be performed
consequently do not develop suffi
standards, and thus the forecast
if forecasting is to be effective. The
can be accepted with confidence.
cient controls.
author diagrammatically illustrates
8. Computer-shy management:
Lastly, the efforts of the individual
the type of detailed segmentation
Many top managers do not under
representatives must be coordi
of information that one might util
stand computers and do not be
nated into a composite forecast and
ize. Once again the author postu
come sufficiently involved in sys
responsibility assigned at all levels.
lates that responsibilities must be
tems development.
Of course, the forecast must be in
fixed, and, furthermore, he suggests
Mr. Oresman concludes that
line with company policy.
that they be fixed on the basis of
Although some types of selling
many of these problems can be
segments illustrated. Accountants
September-October, 1970
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will be calledManagement
upon for financial
how a rational
manSystems,
could envision
inVol.
a number
ways
while
and non-financial data and for in
a role in which one would ring
within the bounds of generally ac
terpretation of the data.
the bell on his own employer and
cepted accounting principles.
The future will see utilization of
ponders the position of the account
new highly sophisticated analytical
ant as being in the middle caught
New audience
techniques as business becomes
by the crossfire of investors and
These problems have become
more competitive. Marketing mod
the businesses they own. Thus the
more acute in recent years because
els will come alive through the use
title, “Your CPA—Con Man or Fall
the CPA of today is confronted
Guy?”
of EDP with the aid of the ade
with a new and more knowledge
quately trained accountant. The
able audience in the form of mu
lines of demarcation that have
Problem self-inflicted
tual
fund managers and profes
shaped the roles of the accountant
The
article
says
that
the
image
sional
security analysts. In an
and the marketing man in the past
of the CPA is at an all-time low;
attempt to satisfy their needs, the
will be expunged, and the resulting
a cursory review of the events
allowed flexibility of reporting
interaction will bring about greater
of the 1960’s bears this out. The
has been reduced somewhat—not
profits than ever before.
author further indicates that this
enough to bring them real satisfac
L. Serafino Corsini
problem is, to a degree, selftion but enough to incur the wrath
Louisiana State University
inflicted. The accounting profes
of management. What should be
at Baton Rouge
sion, he says, has devised such
classed as an equivalent common
complex rules rooted in abstract
share for earnings per share pur
theory that the investors are con
poses is one area in which incon
fused and the business man is de
sistencies still exist; others include
Your CPA—Con Man or Fall
nied a portion of the flexibility he
the timing of expenses, inventory
Guy? by J. H. Hennessy, Jr.,
desires. The result is that the CPA
valuation methods, and changes in
Business Management, January,
pleases
neither
and
is
held
in
mild
accounting period. Mr. Hennessy
1970.
contempt by both.
believes that a “piecemeal” patchfurther complication is added
up of these inconsistencies is not
This article discusses the cur
by the fact that “over all” sits the
the answer; he suggests that more
rent controversy over the reporting
Securities and Exchange Commis
far-reaching reforms are needed.
of corporate performance as it re
sion
the final authority. This
Financial statements, in his
lates to the CPA and generally
august body has (in the past) left
opinion, are a form of technical
accepted accounting principles.
the controls mainly in the hands
shorthand and cannot stand
Although the author is critical of
of the AICPA, which enlists volun
management’s major testimony of
many public accounting practices,
tary compfiance from its members.
stewardship. They need to be ac
his basic viewpoint is sympathetic
As a result, the AICPA has tended
companied by 1. greater detail on
to the CPA, and his warnings are
to issue opinions on items of cur
competitive results, 2. better-de
offered in the best interests of the
rent controversy important to the
fined outlooks, and 3. a more ex
profession.
SEC, and its findings have gener
tensive and creditable explanation
ally been compatible with the
of performance. He further sug
Mr. Hennessy suggests that a
views
of
that
body.
It
is
possible,
gests that a single income figure
credibility gap exists in the busi
the author suggests, that more im
for investors as well as for tax
ness world and that investors no
portant items are sometimes over
purposes would be desirable and
longer believe what they read in
looked under these circumstances.
that these two areas of reporting
published financial statements. Cor
should be drawn closer together
porations have upgraded these
where practical.
presentations by using better pa
Manipulation possible
per, flossy graphics, multicolor
The author goes on to discuss
illustrations, and considerable ver
Narrowing of principles urged
various inconsistencies in account
biage, but the question still persists
ing principles and how these per
In short, he recommends, the
to whether or not they really
mit changes in reporting methods
ambiguity
and
inconsistencies
say anything. Do they actually tell
should be removed from financial
from time to time even without
what happened?
statements. One route to this end
any change in the nature of the
The numerous law suits of the
could be the narrowing of gener
business. He further challenges
last few years would indicate that
ally accepted accounting princi
the CPA’s competence to judge
many people feel they do not. Man
ples. The result would be an in
agement has been sued and along
materiality under certain circum
come statement that would serve
with it the certifying accountant,
stances. In short, he demonstrates
an index to performance rather
resulting in considerable embar
how management (if so inclined)
than as a quantitive measure of
rassment for both. This article asks
can manipulate earnings per share
62
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can be used as parameters of the
present values for each interval.
profit in the strictly theoretical
beta.
With the standard deviation
The
resulting
series
of
present
sense. This is an intriguing idea
assumed
to be one-sixth of the
values are totaled to arrive at the
that deserves consideration.
range, a standardized beta distribu
net expected present value for the
The entire article, in fact, de
tion can be computed. To convert
project.
serves careful consideration. There
this distribution to probabilities
is a great deal of talk about the
which can be used in the capital
future of accounting—and some of
Relative merits
budgeting analysis, the author has
it paints a rather dark picture—but
The first method selects the time
constructed a beta curve area chart.
there is reason to believe that a
at which the event is most likely
The chart allows the user to avoid
day of progress lies ahead. When
to take place but ignores the fact
the calculus that would otherwise
an entire profession is capable of
that
the
time
might
be
before
or
be required. Where greater accu
an in-depth examination (yes, and
after
that
most
likely
time.
The
racy than the chart will provide is
even criticism) from within its own
error, the author points out, is that
desired, a digital computer or
ranks such as accounting has re
this approach tries to maximize the
printed tables could be used to
cently experienced, all is not lost.
likelihood of making a correct esti
produce the probabilities for the
After all, the author of this article
mate instead of the likelihood of
beta. A number of references are
is himself a CPA. It is this spirit
making a correct decision. The
given that should be of value in
of self-examination that will enable
second and third methods correct
understanding and implementing
accounting to hold its place as a
for this error by using the expected
the author’s ideas.
leading profession.
value concept.
Donald E. Garner
Elton A. Devine
In the second method, or the
University of Southern California
Louisiana State University
expected time method, subjective
at Baton Rouge
probabilities of occurrence are as
signed to each time that a cash
flow might be expected to occur.
Managerial Decision Models: Re
Capital Budgeting Analysis With
This produces an average time of
port of the American Accounting
The Timing of Events Uncertain
occurrence, which is then used in
Association Committee by Charles
by Willis R. Greer, jr., The Ac
the present value analysis. But this
T. Horngren, chairman, The Ac
counting Review, January, 1970.
does not give the expected net
counting Review, Supplement to
present value of the cash flow be
Vol. XLIV, Committee Reports,
For the most reliable measure of
cause the analyst uses the “aver
1969.
a project's worth where timing is
age” expected time as certain
uncertain, subjective time estimates
instead of applying the probabili
The increasing use of managerial
should be used to derive a proba
ties more closely to the timing of
decision models has created a de
bility distribution. The beta dis
each cash flow. The author shows,
mand for routine collection and
tribution is suggested as an effec
through use of a simplified project
analysis of data beyond the current
situation, that the third method
tive distribution for use in such
bounds of accounting systems. The
situations.
would result in maximizing average
AAA committee on managerial de
return. If the expected value deci
cision models suggests that ac
This article discusses three ap
sion rule were used for all deci
countants assume responsibility for
proaches to project capital budget
sions of this type, the average
these data—but a fundamental re
ing where the timing of cash flows
return from all the decisions should
orientation of the accounting sys
tem is required.
for a project is uncertain. In the
be maximized.
first approach, the decision maker’s
subjective estimate of the most
Mathematical models are receiv
For complex projects
likely time for the flow to take
ing increased use in the managerial
In complex situations, the estab
decision making process. Inventory
place is treated as though it were
certain. The second approach is to
lishment of the subjective probabil
planning and control and capital
ities required for the expected
budgeting are two areas in which
compute the mean or expected
value
approach
becomes
cumber
mathematical
decision models are
time of the flow in question. This
some.
To
simplify
the
procedure,
commonly
used.
What impact will
“average” is then treated as cer
the
increased
demand
for data for
the author suggests that a process
tain. The third approach is to com
these
models
have
upon
account
similar to the use of the beta dis
pute the expected present value of
ants
and
the
accounting
system?
tribution in a PERT analysis can
the flows by breaking the entire
What types of data should be col
be followed. Three estimates are
time over which the events could
lected and who should collect
needed: an “earliest possible time,”
occur into intervals. These intervals
a ‘latest possible time,” and a
them? In this tentative statement,
are assigned subjective probabili
“most likely time.” These estimates
ties, which are weighted using
the AAA committee headed by
September-October, 1970
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Charles T. Horngren advocates an
decision models. But the account
accounting system. New kinds
expanded role for accountants in
ant must be more than just a data
data must be collected to provide
responding to the broad needs for
collector. He must understand how
relevant inputs to the models. New
management information.
his data are used in the model, and
reporting systems must be devised
he must aid the model builder in
to ensure that consistent criteria
assuring that data for input to the

are used to make decisions and
of
Data requirements
model are relevant. The economic
control performance. If the objec
Current accounting systems typ
feasibility of data acquisition must
tive of providing useful information
ically collect only those data that
be traded off against the need to
management is to be fulfilled by
are 1) generated internally within
be responsive to the requirements
accountants in the future, they
the company, 2) based upon his
of the decision-model users.
must accept the challenge to adapt
torical costs or exchange values,
The accountant must be partic
their output to the needs of man
3) aggregated into company totals,
ularly sensitive to the manner in
agerial decision models.
4) quantifiable in dollar terms, and
which management will use the
C. M. Merz
5) the result of an actual transac
models. Almost all decision models
University of Southern California
assume use by an "economic man.”
tion or event which has occurred.
But the actual implementation of
By contrast, a quite different set
decision models is strongly affected
of data is required for most mana
by behavioral implications which
gerial decision models. Frequent
must be considered by the account
use must be made of externally
ant before he can make practical
generated data such as competitors’
SITUATIONS WANTED
plans to link the accounting system
selling prices and industry growth
MANAGEMENT SERVICES. Consult
with decision models.
rates. For decision making pur
ant with 30 years consulting and busi
ness experience seeks position with ac
poses, expected future costs, rather
counting firm in greater New York area
than historical costs, are the rele
interested in building a top quality effec
Planning vs. control
tive management services department.
vant variables. Usually, incremental
Successful experience in designing and
It is a major challenge for the
data such
the marginal cost of
implementing manual and computerized
systems for planning and controlling all
accountant to ensure that the con
the last unit produced are more
aspects of small and medium sized
trol systems against which perform
important than average or aggre
ness. Box 326.
ance is measured are consistent
gate data. Many short-run deci
HELP WANTED
with the decision models used in
sions may be based upon purely
SYSTEMS MANAGERS—To $50,000.
planning. This will require modify
Principal Position N. Y./Chicago CPA.
quantifiable data, but qualitative
Send resume to Don Kaye, President,
ing the traditional full cost accrual
data are frequently more critical
Columbia EDP Agency, 342 Madison
statements based upon historical
Avenue, New York, N. Y. 10017.
for long-run decision making. And,
transactions. If a capital budgeting
SYSTEMS ANALYST EDP To $20,finally, the models require much
000. Corporate Staff Consulting. Send
decision is based upon discounted
information that does not arise
resume to Don Kaye, President, Colum
bia EDP Agency, 342 Madison Avenue.
cash flow projections, it is incon
from actual transactions, such as
New York, N. Y. 10017.
sistent
to
measure
and
control
per
estimated returns for alternative
SYSTEMS
MANAGERS—To $25,000.
formance of the selected action
uses of resources.
Insurance or Banking. Send resume to
with a short-run income statement.
Don Kaye, President, Columbia EDP
The accounting system should
Agency, 342 Madison Avenue, New
similar inconsistency arises if in
provide these data required for
York, N. Y. 10017.
ventory policy is based upon a
managerial decision models to the
PROFESSIONAL
model that is strongly influenced
greatest extent possible. A funda
OPPORTUNITIES
by the imputed cost of the invest
mental reorientation of the ac
MANAGEMENT
SER
ment in inventory but if perform
VICES. We work for accountants to
counting system is necessary if ac
provide a full range of manual and
ance reports ignore this imputed
countants are to continue as major
computerized systems and industrial
cost. To ensure consistency be
engineering counsel for small and me
suppliers of information for plan
dium size businesses. Realistic rates.
tween the managerial decision
ning and controlling.
Accountant and client references. Box
model and performance control re
327.
porting, the accounting system
MISCELLANY
Accountants’ role
should be oriented more to the
AMORTIZATION SCHEDULES — $1.
Send loan information to Delphi, Box
needs of internal management than
The objective of internal ac
3066, Santa Monica 90403. Remit with
to those of persons outside the
countants has always been to gen
order. Samples upon request. (213) 3937731.
company who measure perform
erate useful information for man
ance by the traditional accounting
agement. This objective, coupled
RATES: Help Wanted, Professional Oppor
tunities and Miscellany 50 cents a word,
statements.
with their skill and experience in
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number, when used, is two words. Classi
Thus, the increasing use of man
systematic data gathering, dictates
fied advertisements are payable in advance.
that accountants should supply the
agerial decision models will neces
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issue. Address for replies: Box number, Man
sitate a basic reorientation of the
data required for the managerial
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A lively account of an American success story ...

The Rise of the Accounting Profession
BY JOHN L. CAREY

The accounting profession in the United States has come from
nowhere, literally, in just over 80 years, to a position of
crucial importance in the American economy. This dramatic
rise of the accountant from 19th century technician to
20th century professional is still largely unknown. Even
many CPAs lack a clear understanding of the major influence
which their profession has had on the American social
and economic scene.
John L. Carey’s two-volume history is an expert and highly
readable account of this fascinating history. Starting with a
description of the profession’s relatively humble beginnings
in the United States just before the turn of the century,
he tells about the many trials, occasional setbacks and
eventual triumphs which led the profession to its current
prominence as the only true profession in the field
of finance and management.
The story makes exciting cover-to-cover reading—heightened
by Mr. Carey’s first-hand involvement with so much that
happened. It will prove valuable to young and old alike
in its inspiring explanation
how the profession got where
it is today and what guidelines have been established to
insure continued growth in the future.

VOL. I—FROM TECHNICIAN TO
PROFESSIONAL 1896-1936

How it All Began
Accounting Practice at the Turn of
the Century
The first “National” Association
Impact of the Federal Government
Emerging Professional Standards
A Radical New Approach
New Challenges
The Drive for Better Financial
Reporting
Government Intervention in
Accounting
The Burgeoning Tax Practice
Ethics and Self-Discipline
The Courts Begin to Take Notice
Developing Standards of
Competence

Regulation Under State Law
Relations with the Outer World
The Great Schism
The Profession is Reunited
387 Pages, Illustrated
DISCOUNT PRICE
TO AICPA MEMBERS

$8.50
$6.80

VOL. II—TO RESPONSIBILITY
AND AUTHORITY 1937-1969

The Drive for Better Financial
Reporting
A Crisis in Auditing
War Years
Pressure for Comparability of
Earnings
Time for a Change—The APB

Increasing Authority of the APB
Evolving Audit Responsibility
The Concept of Independence
The Defense of Tax Practice
Education and Experience
Continuing Education and
Recruiting
CPA Requirements and Legal
Regulations
Small Firms and Large Firms
Public Service and Public Relations
Toward a Viable Tax System
Improving Government Accounting
Ethical Responsibilities
Planning for the Future
Index to Volumes I and II
545 Pages, Illustrated
DISCOUNT PRICE
TO AICPA MEMBERS

$10.00
$8.00

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
666 FIFTH AVENUE, NEW YORK, NEW YORK 10019
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Take your big problems
to a good shrink.
There now, just relax! You’ve come to the right shrink.
The Xerox 7000 Reduction Duplicator understands all your problems.
Like how those great big ledger sheets, computer printout and P&L statements are
bugging you. After all, they’re tough to handle. Tougher to file. And what they can do to your mailing
costs—wow!
You can forget these worries with the Xerox 7000. It not only copies size-for-size at
the rate a copy per second. It also shrinks copies to a smaller size.
You can copy any document up to 14" x 18". And the 7000 reduces it onto one
convenient 8½" x 11" sheet of ordinary, untreated paper. (You even have a choice of four different
reduction ratios.)
Now, since all your documents become standardized, you enjoy peace of mind knowing
that everything is easier to handle. And that you’re saving filing space and money on mailings.

For further information,please write:Dept.MS, Xerox Square, Rochester,New York 14603.
of our duplicator specialists will be happy to make a house call.

XEROX
OX IS A REGISTERED TRADEMARK OF XEROX CORPORATION. 7000 IS A TRADEMARK
XEROX CORPORATION.
https://egrove.olemiss.edu/mgmtservices/vol7/iss5/12
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